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Brand Equity, Superior R&D and

y

Annual Report 2001
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Profile

Kao Corporation has served the needs of consumers for more

than a century. Kao is one of the leading companies in Japan for
personal care products, cosmetics, laundry and cleaning
products, hygiene products, and functional food products.

The Company has also earned a reputation as a quality
manufacturer of chemical products. Committed to a global
approach to business, Kao has operations in 26 countries in
Asia, North America, Europe and other parts of the world.
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Financial Highlights

Kao Corporation and Consolidated Subsidiaries

Years ended March 31, 2001, 2000 and 1999

Millions of
Billions of yen U.S. dollars Change
2001 2000 1999 2001 2001/2000
For the year: :

NEUSAIES oottt ¥821.6 ¥846.9 ¥924.5 $6,631.4 (3.0)%
Consumer Products 607.8 632.4 656.1 4,905.8 (3.9)
COSMELICS SOMNA. ... 72.5 70.8 74.4 585.8 2.4
Chemical Products .........coooe v 167.8 172.4 193.9 1,355.1 (2.6)

SUBLOAL ... e 848.2 875.7 924.5 6,846.6 (3.1
EBMINGtONS ..o (26.6) (28.7) - (215.2) -
NEUINCOIME .t 59.4 52.1 34,7 479.6 14.0
At year-end:
TOLAI ASSBES ...vvviei e ¥783.7 ¥750.0 ¥751.7 $6,325.7 4.5%
Total shareholders’ qUILY ........ccocovvvieerieriere e 462.9 4749 451.7 3,736.8 (2.5)
Yen U.S. dollars Change
Per share:

NELINCOME .t ¥ 96.69 ¥ 83.45 ¥ 55.98 $0.78 15.9%

Cash diVIdeNTS ..o 24.00 20.00 16.00 0.19 20.0

Total shareholders’ equity ..............coco oo 760.05 765.59 727.01 6.13 0.7

Notes: 1. The U.S. dollar amounts are translated, for convenience only, at the rate of ¥123.90=US$1, the approximate exchange rate at March 31, 2001.
2. Net sales by business segment include intersegment sales starting from the year ended March 31, 2000 as defined in the notes to consolidated financial
statements (Note 12). Consequently, net sales of Chemical Products include intersegment sales to Consumer Products and Cosmetics Sofina.

3. Net income per share is computed based on the weighted average number of shares outstanding during the respective years.
4. Cash dividends per share are the amounts applicable to the respective years, including dividends to be paid after the end of the year.

Net Sales
(Bilions of yen)

gp14 9072 9245

846.9

8216

Net Income
{Bilions of yen)

Total Shareholders’ Equity

{Bilions of yen)

4749

4517 4629

379.5

Net Income per Share
{Yen}

83.45

1897 1998 1999 2000 2001

1997 1998 1999 2000 2001

1997 1998 1999 2000 2001

1997 1998 1999 2000 2001
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Message from the President

| am pleased to report that Kao continued to generate earnings growth in fiscal 2000, the
year ended March 31, 2001. The Company achieved record net income for the third

consecutive year, while posting record high operating income exceeding ¥100 billion for

the first time. Our focus on core businesses and on building a solid foundation for

consistent earnings growth is resulting in higher corporate value.

Kao achieved solid results despite the challenges we faced
in our primary market of Japan, where price deflation
continued. Two factors negatively affected sales compared
with fiscal 1999: the impact of the strong yen and the effect
of the consolidation of our domestic consumer products
sales company. Consequently, consolidated net sales
decreased 3.0 percent to ¥821.6 billion (US$6.631.4
million). Absent these factors, consolidated net sales would
have increased 0.6 percent. Earnings benefited from new
product introductions, the continuing success of Total Cost
Reduction (TCR) activities and decreased depreciation
expenses, while falling sales prices and increased pension
expenses adversely affected earnings. Moreover, although
the strong yen reduced overseas sales, the profitability of
Kao's overseas operations improved. Operating income
therefore increased 8.0 percent to ¥107.0 billion (US$864.4
million), and represented 13.0 percent of net sales, up 1.3
percentage points from 11.7 percent for fiscal 1999. Net
income rose 14.0 percent to ¥59.4 billion (US$479.6
million) due to the increased operating income, foreign
exchange gains and a decrease in restructuring charges.
As a result, EVA® (Economic Value Added)* improved for
the second consecutive year since its implementation. In

view of these results, the Company has decided to.

increase annual dividends to shareholders by ¥4.00, to
¥24.00 (US$0.19) per share, the eighth consecutive
increase in annual cash dividends.

Management Strategies Geared to Growth

The prolonged recession in Japan has changed consumer
purchasing patterns. Consumers are buying only what they
really need or want, and as a result, sales volume has been
flat or decreased slightly. At the same time, excess
capacity of retailers and more intense competition from our
peer companies have led to continued downward pricing
pressure. The overall market size of our industry has
therefore decreased in yen terms. In response to these

"EVAs a registered trademark of Stern Stewart & Co.

Kao Corporation

difficult conditions, Kao has implemented a number of
management initiatives geared to embracing market
realities, offering powerful brands backed by its unique,
innovative technologies, and finding new ways to generate
growth. Results from the past fiscal year once again reflect
our success in achieving earnings growth. Our continuing
efforts center on three core capabilities: understanding
consumers’ real needs and wants; efficiently applying
research and development expertise; and effectively
marketing our own products. Our success at raising
market share, concurrently building our position in existing
markets while creating new ones, attests to the effective-
ness of our drive to consistently meet and exceed
consumer expectations.

Reinforcing Core Businesses

Kao concentrates on its core competencies in consumer
products, cosmetics and chemical products, where it
deploys its technological strengths to increase brand equity
and customer trust while systematically improving operating
efficiency. Operations in Japan generate 79 percent of sales
and 88 percent of operating income. Therefore, it is
essential for us to build stronger domestic operations as the
foundation for profitable growth, while we pursue global
expansion. Since the 1960s, Kao has worked to improve
domestic logistics, as an organic system encompassing
purchasing, production, sales and distribution. During fiscal
2000, Kao moved to increase the effectiveness of its supply
chain management program, while introducing functional,
value-added products in the consumer products and
cosmetics businesses. New product introductions included
Attack Sheet-type compact laundry detergent, Humming
1/3 Anti-bacterial Plus fabric softener and est, a cosmetics
brand designed specifically for the department store
segment. Several new and improved products were also
added to the Bioré brand. In the chemical products
business, Kao continued to work to further strengthen fatty



chemicals operations, while increasing sales of such
specialty chemicals as copier and printer toner and related
products, and aroma chemicals.

New Business Development

New business development during fiscal 2000 also made a
positive contribution. OQur presence in the health care
market, including functional food products, over-the-counter
drugs and nursing care products, carries outstanding
potential and is developing smoothly in Japan. The success
‘of Healthy Econa Cooking Oil - For Prevention of Fat
Deposits continued, with sales double those of fiscal 1899.
As an extension of the hit Heafthy Econa Cooking Oil line,
Kao introduced the Healthy Econa Dressing series in
February 2001. The launch of Healthy Econa Cooking Oif -
For Lower Cholesterol in March 2001 is expected to
strengthen Kao's leading position in the market for
functional healthy oil. During the fiscal year, Novartis Kao
Co,, Ltd., a joint venture with Novartis Consumer Health SA,
launched three new products as planned.

Enhancing Global Business

Outside Japan, Kao is steadily undertaking strategic global-
ization initiatives. Efforts to strengthen the earnings structure
of companies in each region have been effective in
countering the increasingly competitive international
operating environment. In Thailand, we established Kao
Consumer Products (Southeast Asia) Co., Ltd. to serve as
our ASEAN regional headquarters and to optimize manufac-
turing, product development and marketing in the region. In
China, normalization of inventory at distributors, which led to
weak performance in fiscal 1999, laid the groundwork for
recovery in consumer products operations during the past
fiscal year. Kao also allocated significant investment to
several chemical products subsidiaries around the world to
support growth and improved profitability in sectors
including fatty alcohols, copier and printer toner and related
products, and aroma chemicals.

The acquisition of the ban antiperspirant/deodorant
brand through The Andrew Jergens Company has given
Kao access to a large new market in North America, where
it will take advantage of synergy with its existing skin care
business, Kao expects to increase the brand value of ban
with superior R&D expertise and active marketing
investment. Kao also announced a strategic alliance with

Takuya Goto, President

= Qur focus on core businesses and
efforts to improve operating efficiency
led to record high operating income
exceeding ¥100 billion for the first time
in fiscal 2000.

w Kao's unique ability to link R&D to
meeting emerging consumer needs
and market innovative products is the
engine of long-term growth.

= Our strategic priorities for greater
corporate value are building stronger
domestic operations through reinforce-
ment of existing businesses and
development of new ones such as health
care, while pursuing global expansion.

Annual Report 2001 3
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Archer-Daniels-Midland Company (ADM) of the United
States covering the manufacture, marketing and sales of
diacylglycerol oil, the primary ingredient in Healthy Econa
Cooking Oil, in international markets except Asia, where Kao
will market the oil independently.

improved Group Management

During fiscal 2000, Kao continued its drive to improve
Group management and corporate governance, which will
lead to increased corporate value. A core theme was
speedier decision making, which was the rationale guiding
the reduction in the size of the Board of Directors in June
2000, together with delegating more authority to its
business units. As the first step toward improved corporate
governance, the Advisory Committee started work on its
function of enhancing transparency by reviewing and
providing advice during management’s decision-making
process for major issues.

Furthermore, Kao plans to review its compensation
system for Board members to further align their interests
with those of shareholders and facilitate an increase in
corporate value. Specifically, this will include the introduction
of a stock option plan for directors and expansion of the
performance-linked portion of compensation. In addition,
the Company also plans to increase the number of external
statutory auditors to enhance auditing. These moves will
help reinforce management efficiency by speeding up
decision-making and clarifying the responsibilities and
accountability of directors.

Human Resource Value

Kao offers employees an environment in which they are able
to develop their potential and excel, while engaging in
forthright and open exchanges of ideas and supporting
each other's improvement. Our corporate culture
encourages employees to express openly their dissatisfac-
tion with the status quo and seek ways to promote
improvement. We strive to create an environment that
engenders employee enthusiasm and commitment in three
areas: continuous efforts to offer consumers a better quality
of life; value-creating product development; and continuing
innovation for improvement. The Company believes that
employees who have embraced this mindset are one of its
greatest resources for sustainable growth. Results of this
conviction have included numerous value-added and

Kao Corporation

market-creating products from R&D and annual cost
reductions of ¥10.5 billion through TCR activities during
fiscal 2000 in Japan..

Significant results have been achieved in Japan and at
Andrew Jergens, a U.S. subsidiary, where EVA-based
incentive compensation systems for executives and
employees have been implemented. EVA is currently used
as a main management measure at the corporate level, and
in making daily operating decisions at the tactical level. One
of the most impoertant benefits of EVA-based management
is promoting management from the shareholders’ perspec-
tive. As a result, this management system serves to
reinforce Kao's longstanding emphasis on profitability.
Following successful implementation in Japan and at
Andrew Jergens, a rollout to several subsidiaries outside
Japan is under way.

Commitment to Society and the Environment

Kao seeks to satisfy all stakeholders through activities such
as sound disclosure to maintain management transparency,
compliance with our code of ethics and basic principles for
corporate activities, and environmental protection. The
Company continuously works to improve environmental
management. Our commitment to scciety and stakeholder
satisfaction was affirmed at the end of 2000 when the Nihion
Keizai Shimbun newspaper designated Kao as one of 15
“Twenty-first Century Companies.” The newspaper chose
Kao because of its flexible response to a changing environ-
ment and consumer-oriented value creation that go beyond
the conventional wisdom.

Kao has firmly in place the tools required to continue
building the value of the corporation, and the capabilities
necessary to use them effectively. We intend to maintain a
clear focus on justifying the trust of our shareholders,
customers and society.

June 28, 2001

Takuya Goto
President
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A primary Kao objective is sustained profitable growth

that increases corporate value over J‘the long term to
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Pursuit of Innovatlon. a K Element of

Kao's Corpora\te Culture

. Kao's corporate cuiture embraces contmuous mnovatlon drsven by dissatisfaction with

“the status quo. More than simply a matter of product innovation to meet consumer
needs; this approach-encompasses overall operational systems as the Company works
to achieve the highest level of stakeholder satisfaction in expanding corporate value.

Constant Product Innovation

Kao has numercus category number one brands in its portfolio in Japan that consumers have long trusted.
Humming fabric softener has been a market leader for more than 30 years, Bioré skin care products for 20
years, and Attack compact laundry detergent for 14 years. Brands are the key instrument to building a long-
lasting relationship with consumers.

These and other brands have remained successful because Kao constantly improves its products to delight
consumers and meet their changing expectations. This ability to stay one step ahead in pleasing consumers
and enhancing their lives is based on the commitment of Kao employees to innovation.

Constant Operational Innovation
Initiated in 1986, Kao's Total Cost Reduction {TCR) activities aim to innovate operations through a complete
review of company-wide operations.
In addition, Kao complements its focus on introducing high-value-added products with a nationwide sales
system in Japan and activities to energize the retail environment and target markets,

Kao's Proposal-Based Sales Activities

i " “Consumers 4 tore L " Retailers :
U v PR el : Yy
T
- _Collaboration ...
\\ / E . e - — < ..
Kao Corporatlon ' G R Kao Hanban Company, Ltd .
o Develop and marketumque. e p Area lnformatlonSystern SR
outstanding products thatmeet "~ ..} & CPM: . *Domestic
real consumer needs e ‘ Purchasmg Behavnor Research i consumer products
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= Continuous Innovation of Attack

Attack, one of Kac's flagship brands, was the world's first compact laundry detergent when it was launched in 7987, Its key

ingredient alkaline cellulase, which Kao developed, offers outstanding whitening and stain removal power. Attack embodied the

' strong interest consumers had expressed in a light, efficient and easy-to-use detergent, and quickly became the leading
detergent brand in the Japanese market. Constant improvement of product features, including further compactness, has driven
the ongoing evolution of this brand and supported its position as the leading detergent brand in Japan. Following the introduc-
tion of a new sheet-type product in October 2000, Kao's unique technologies have enabled a thorough improvement of Attack
in April 2001, which is expected to further expand Attack’s brand equity.

Improved Attack

+ Dissolves five times faster than conventional Attack and uses highly efficient nonionic surfactant for
better stain removal. Applications for 53 patents have been submitted.

« The formula and manufacturing process have been re-engineered to reflect changing consumer needs
and new washing machine functions,

Attack Sheet-type

» The world’s first sheet-type laundry detergent.

» Individually packaged for a single load in water-soluble film of 0.03mm.
+ Easy-to-use sheets can simply be dropped into the washing machine.

= Progress in Ongoing TCR

, TCR is an integral component of Kao's management system and
( has achieved considerable results since its implementation // ‘
1 in 1986. Its noteworthy feature is that TCR itself /”_",“'/

continues to evolve, stepping up from simple v
cost reduction activities to value-
creating initiatives. TCR has
played an important role in
Kao's ability to innovate and

adapt to change, contributing ’igse = o e o
to profitable growth. TCRPhasel TCRPhasell TCRPhaseIl TCR Phase IV

>
Value creation that drives growth

; o
i \ Qualitative innovation and
: »} comprehensive cost reduction
. - Do
Innovation in process, organization
1 and flow
i

e
Objective: measurable cost reduction

G

S - Proposal-Based Sales Activities to Energize Retail Environment

For more than 20 years, Kao has been working on improving the supplier/retailer partnership through its consumer products
sales company in Japan. In 1985, Kao started development of cooperative activities, which are now generally called Efficient
Consumer Response. Kao has been making specific proposals to domestic retail chains and outlets to clearly define
expectations and tasks such as raising shelf efficiency.

Kao has recently developed a Category Profit Management (CPM) system in cooperation with consulting firm
PricewaterhouseCoopers. This system is designed to enhance retail inventory management and optimize shelf space, and
therefore is expected to improve supply chain management.

Kao’s proposal-based sales activities geared toward the benefit of both Kao and retailers have heiped gain their
confidence. Thus, collaboration with retailers fosters Kao's strength in Japan.

§
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Superior R&D C,ap!abilitiesf\

» Core Competency

A primary Kao strength is its ability to deveiop innovati\{e/ﬁéw products. Kao devotes

significant management resources to R&D because the Company considers it the source
of continuous profitable growth. For the past several years, Kao has deployed 4 to 5
percent of net sales to R&D in a successful effort to deliver new value to consumers.

The Source of Innovative R&D

Fatty chemicals, the basic raw materials for detergents, shampoo and other products, are mainstay products in
Kao's chemical products business. Our product development is differentiated by access to these materials, in
tandem with our intensive basic research. Our R&D has also produced a competitive advantage in developing
key chemicals and technologies such as moisturizing agents for skin care and absorbent polymers and non-
woven fabrics for use in disposable diapers and other products. Moreover, Kac's demonstrated ability to link
research and development to meeting emerging consumer needs supports the Company’s success at
developing innovative and unique products.

Innovative Products Developed Using Kao's Key Chemicals/Technologies

1. Biological science (Dermatology, Biotéchnolog

earch):
Billions
of yen

1,000 = = =
Household Changeinthe
900 cleaning products recogriition of sales: Fimctonal heathy

cooking oils

800 —

: Skin care essence) E Pore pack ) J
T g

i

New business fields

Nonconsolidated Sales

<+ Compact iaundry detergents

Existing business fields

1 i I I 1
FY1980 FY1985 FY1980 FY1995 FY2000

A Growth Strategy Based on Creating New Markets

Kao endeavors to use knowledge cultivated over many years of R&D to develop highly functiona! and effective
new products. A representative example, Heafthy Econa Cooking Oil (now called Healthy Econa Cooking Oil
~ For Prevention of Fat Deposits), is the result of 15 years of R&D. Designed to help prevent fat from accumu-
lating in the body, it was the first edible oil to be licensed by Japan's Ministry of Health and Welfare {currently
the Ministry of Health, Labour and Welfare) as a "Food for Specified Health Use.” Healthy Econa Cooking Oil
has achieved sales of ¥10 billion in the second year since its launch while creating the new, high-margin
healthy oil market segment.




= Business Development Supported by Key Chemicals

J A synthetic ceramide developed by Kao is a key chemical in Sofina cosmetics. For many years, Kao has conducted dermato-

% logical research on the mechanism of moisture retention in the skin. Following the launch of Sofina in 1982, the Company
focused its attention on the natural ceramide that is a primary component of intercellular lipid. After determining its moisture
retention mechanism, Kao succeeded in developing a synthetic ceramide. Sofina skin care products have been well received
by consumers for their excellent moisturizing effect, earning support as high-quality, scientifically advanced products.

Function of Ceramide Structure

e
E

Lamellar Structure

Corneocyte

Water

Densely packed in between corneocytes,
ceramide helps to keep skin hydrated
Corneocyte and plays an essential role in the skin
barrier function.

Ceramide

w Using Diacylglycerol to Create and Expand Markets

J Kao has long been involved in the edible oils market, having introduced Econa industrial-use edible oil in 1928, and has
continued R&D for edible oils. The application of R&D capabilities to expertise in industrial-use edible oils resulted in the
' 1899 launch of Healthy Econa Cooking Oil.

The key ingredient is diacylglycerol, a natural ingredient that is present in
small amounts in conventional edible oils. One of its major features, approved
by Japan's Ministry of Health, Labour and Welfare, is prevention of fat deposits.
Kao developed production technology for this ingredient. The Healthy Econa
brand offers new functionality that meets heightened health conscicusness
among consumers, which has made it a hit product.

In addition, the U.S. Food and Drug Administration accepted Kao's determi-
nation of diacylglycerol in December 2000 as “Generally Recognized As Safe”
(GRAS). The U.S. market has 35 million middle-aged and older consumers who
are overweight, approximately 10 times as many as in Japan, and Kao is
therefore moving proactively to build its diacyiglycerol business in the United
States. A strategic alliance with U.S.-based Archer-Daniels-Midland Company
will support speedy market penetration, followed by global development of the
diacyliglycerol market.

" -Annual Rep




;Pﬂrtfollo Management

that Engendefé" _.;I‘O fltab le GrOWth

“ Kao's strategic priorities. for mcreasmg corporate value are/strengthemng and expanding
~ core businesses, using them as a platform for bux!dmg new businesses, and reinforcing
overseas business. ‘

A Stronger Operating Base in the Domestic Market

Downward price pressure and intensifying competition have continued in Kao's mainstay consumer products
market in Japan, which has made the domestic operating environment increasingly challenging. Kao is
managing these market realities by focusing on its core strengths: the ability to discover consumer needs,
superior research and development; and a strong sales force, This focus has resulted in measurable gains in
competitiveness in the domestic market. Kao endeavors to strengthen top brands and build number two or
three brands into market leaders.

New Businesses: A Focus on Health Care

Cleanliness, beauty and health are Kao's primary business domains. One of Kao's main strategies for growth
entails building its market presence and generating profitable growth in the high-potential health care segment.

Kao has built up its presence in the healthy cooking oil market. The Company is striving to further
strengthen and expand its market position with the introduction of Heaithy Econa Cooking Oif — For Lower
Cholesterof, which helps lower the level of cholesterol in the blood while helping prevent fat deposits in the
body through continued use.

The formation of joint venture Novartis Kao Co., Ltd. in July 2000 melds the superior health care R&D
capabilities of Novartis with Kao's expertise in understanding and meeting consumer needs.

Overseas Growth Strategy

in working to profitably expand global operations, Kao is emphasizing reinforcement of the consumer
products business in China and other Asian markets with future growth potential, Another priority is the North
American personal care market, where Kao is devoting management rescurces. Acquisitions and strategic
alliances are an important component of Kao's global business development strategy.

Al the same time, Kao has created a global production and marketing network in the chemical products
business. Kao will strive to build a stronger earnings structure by offering unique and outstanding products
and emphasizing higher-margin operations.




= Expanding Brand Equity through Product Launches

Kao has launched numerous new and improved products in its brand portfo'lio. Deploying its innovative product development
ability, Kao has been successful in launching new products that meet emerging consumer needs or exceed their expecta-
tions. Kao works to generate value with unique and outstanding products, which benefit both consumers and retailers.

Kao is concentrating its management resources to take full advantage of the opportunities to build brand equity that new
and improved products present. Recent new product faunches for the Attack, Bioré, Humming, Family and Laurier brands
have successfully expanded brand equity in Japan.

Success in Expanding the Equity of the Bioré Brand

UV care products

Makeup removers

w Reinforcing the Skin Care Business in North America

In North America, Kao is developing its skin care business through a subsidiary, The Andrew Jergens Company. In
September 2000, Kao acquired the ban antiperspirant/deodorant brand” through Andrew Jergens. Kao intends to apply its
R&D strengths to add value to the ban brand and develop related new products. Looking
forward, the Company will speed development of its presence in the North American skin
care market by using the Bioré, Jergens, Curél and ban brands appropriately and effectively
to optimize Kao's innovative skin care technology.

* The ban brand is sold in 17 countries in the Americas and Asia; however, Japan is not included in the
acquisition agreement.




Kao at a Glance

*Netsales ~  ¥821.6 billion (US$6,631.4 million)  -3.0% year-on-year
~ + Operating income _ ¥107.0 billion _(US$864.4 million) _ +8.0% year-on-year
' *Netincome  ¥59.4 billion (US$479.6 million)  +14.0% year-on-year

Consumer Products

Net sales decreased by 3.9 percent year-on-year to ¥607.8 billion
(US$4,905.8 million), while operating income rose by 4.9 percent to ¥86.1
bilion (US$695.0 million). Excluding the effect of both the consolidation of
a domestic consumer products sales company and the negative currency
translation, net sales declined by 0.3 percent from the

previous fiscal year. In the challenging operating
environment, the Company continued to
focus on increasing the value of its brands
by improving existing products while
launching new products that meet
emerging consumer needs.

Cosmetics Sofina

Net sales increased by 2.4 percent to ¥72.5
billion (US$585.8 million) and operating
income rose 29.3 percent to ¥2.8 billion
(US$22.8 million) for this segment.
Measures to counter harsh market
conditions included new product introduc-
tions and improvements in the Sofina

preduct lineup, as well as the launch of the

new est brand. Kao completed inventory
adjustments at retailers in the first half of the
fiscal year.

SALES BREAKDOWN BY CATEGORY |

Chemica!l Products

Net sales decreased by 2.6 percent
to ¥167.8 bilion (US$1,355.1 million),
while operating income rose by 20.2 percent

to ¥17.7 billion (US$143.0 million). Excluding the negative currency translation, net
sales in this segment grew 1.8 percent year-on-year. Key growth drivers included
fatty chemicals in Asia and such specialty chemicals as copier and printer toner
and related products, and aroma chemicals.

NET SALES (sitions of yen) OPERATING INCOME Billions of yen)
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EZB Cosmetics Sofina ¥ Chemical Products (Years ended March 31)
Note: Separate information for net sales and operating income of Cosmetics Sofina is presented starting from the fiscal years ended March 31, 1999 and 2000, respectively.

12 Kao Corporation




MAJOR PRODUCTS

Personal Care Products in Japan

« Soaps * Hair enhancer tonics + Bath additives
« Facial cleansers + Shampoos, conditioners and » Toothpaste

+ Body cleansers hair treatment products  Toothbrushes
«» Skin care » Hair styling agents

« Men's cosmetics * Hair coloring agents

Laundry and Cleaning Products in Japan

+ Laundry detergents » Household cleaning detergents
« Fabric softeners + Paper cleaning products

+ Bieach » Car care products

» Laundry finisher

+ Dishwashing detergents

Hygiene Products in Japan

* Sanitary napkins

« Disposable diapers

* Baby wipes

« incontinence products
+ Hygiene care products

Food Products in Japan

» Cooking oils

» Frying oits

» Dressings

» Packaged cake mixes

Cosmetics Sofina

+ Facial cleansers
* Basic care

» Special care

» Foundation

« Make-up

Consumer Products in Asia and Oceania

* Soaps » Laundry detergents » Paper cleaning products
« Facial cleansers » Fabric softeners + Sanitary napkins

+ Body cleansers » Bleach » Disposable diapers

« Shampoos, conditioners and ~ » Dishwashing detergents * Toothpaste

hair ireatment products « Household cleaning detergents « Toothbrushes
+ Hair styling agents

Personal Care Products in North America and Europe

» Shampoos, conditioners and - Lotions
hair treatment products + Body cleansers
+ Hair styling agents « Facial care
+ Hair calering agents « Antiperspirant/deadorant
* Soaps

‘Chemical Products

» Fatty acids + Asphait emulsifiers + Cleaners for electronic parts
« Fatty alcohols + De-inking agents » Plastics additives

« Fatty amines » Fragrances ' » Rubber processing agents

* Glycerin * Agrochemical additives » Copier and printer toner and
« Editle olls » Disinfectant cieaners related products

+ Concrete additives » Waler treatment chemicals * Polyurethane for shoe soles
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. Bioré Facial I-;am, which
features a m}l"dly acidic
formulation in line with the
natural pH of heaithy skin, ‘
expanded its market share.

- New product Bioré Facial-- ¢
Foam Moisture Cream-
aiso performed well. -

s
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Focal Points

= Differentiate products with unique technology to offer consumérs fadded value and greater functionality.

= Reinforce market positions of major brands, through new and |mproved product introductions, supported
by effectlve marketing strategies. ’ t , :

= Continue reducing costs and eﬁectlvely allocatmg resources to zmprove proﬁtabmty

¥

Operating Environment and
Performance

Overal, the Japanese personal care market
contracted marginally in yen terms due to
continued downward pricing pressure,
although sales volume rose slightly.
Competition has become increasingly
stringent as global peer companies
introduce their brands in Japan. The facial
cleanser, body cleanser, hair lightening and
coloring products segments grew, while the
shampoo/conditioner segment remained
soft due to price deflation.

Kao's sales of personal care products
declined slightly from the previous fiscal
year. Competitive market conditions
necessitated additional promotional and
advertising spending on selected brands,
while successful cost reductions continued.

Fiscal 2000 Initiatives and Results
Kao increased its share of the facial and
body cleansers segment, where consumers
have responded positively to a mildly acidic
formulation in line with the natural pH of
smooth, healthy skin. Bioré Body Care
Foam and Bjoré Facial Foam benefited from
investment in advertising to inform
consumers about the benefits of mild
acidity. Adding Moisture Cream-in line
extensions to both facial and body cleansers
also helped to build market share.

In the expanding hair lightening and
coloring segment, the spring 2000 launch of
Blauné Aroma Hair Color, made with an
ammonia-free formula and a new technology
that facilitates long-lasting performance, has
contributed to steady market share growth.
A new hair color advice system serves to
enhance communication with consumers,

Shampoo/conditioner is a major personal
care category, and the launch of improved
Essential Damage Care helped Kao maintain
its market share. Sales, however, were
down because of the larger proportion of
pouch refills in the sales mix, while increased
sales of promotional products and
discounted bundled products resulted in
lower unit sales prices. Among other hair
care categories, Kao maintained the top
share in the hairspray segment, afthough the
market is shrinking as casual hairstyles
become more popular.

Kao's efforts to enhance its sales
activities with a focus on health and beauty
care products resulted in strong growth in
sales through drug stores. The portion of
toiletry products sold through this channel
rose significantly.

Fiscal 2001 issues and Objectives
Kao will further strengthen the Blauné hair
coloring line for gray hair and introduce
Lavenus Color Appeal, a hair lightening
product targeted at younger consumers. In
the shampoo/conditioner category, Kao wil
worK to increase market share by reinforcing
major brands Essential, Merit and Lavenus.
The benefits of mild acidity, which is closer
to the pH of smooth and healthy skin, wil
continue to be a core theme for Bioré facial
and body cleansers. New products in the
skin care category will include pore care and
UV care products for the Bioré brand.

Solid Performers

Consumers responded favorably to the
ammonia-free formula and long-lasting
performance of Blauné Aroma Hair Color.

The improved Essential Damage Care
shampoo/condilioner answered rising
consumer interest in preducts that treat
damaged hair, thus helping Kao maintain its
share of the shampoo/conditioner market.

P )
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-Focal Points

= Emphasize raising consumer !oyalty to major. brands.

]

P
sh

= Employ effective marketing strategies and continue to reduce costs to counter increasing price competition.

= Continue optimizing R&D capabilities to add value and functionality to products in order to activate the market,

Operating Environment and
Performance

The overall laundry and cleaning products
market contracted slightly. Unit prices for
laundry detergent have fallen as a result of a
competitive environment among both retailers
and manufacturers. Dishwashing detergent
market sales declined, affected by changes in
consumer lifestyles that have reduced usage
and lower unit prices due to the trend toward
economy-sized packaging. Adding anti-
bacterial functions to dishwashing detergents
negatively impacted the kitchen disinfectant
products market.

Kao's numerous products with high
market shares continued to dominate the
domestic laundry and cleaning products
market. Although sales excluding exports
decreased slightly, sales volume remained
essentially unchanged year-on-year. Kao
improved profitability despite stiff competition
by maintaining market leadership in key
categories and continuing Total Cost
Reduction (TCR) activities.

Fiscal 2000 Initiatives and Resuits
New Beads laundry detergent, relaunched in
1999, has grown as Kao's second brand
after Attack, one of the Company’'s most
successful products. The combined success
of these two detergents has increased Kao's
leading market share. Although New Beads
posted steady growth, a contracted gift
market adversely affected sales, resulting in a
year-on-year sales decline for laundry
detergents. Attack Sheet-type laundry
detergent was launched as a line extension
in fall 2000 and leads the market for new
types of detergents.

Kao's sales of fabric softeners were brisk,
and its market share was substantially
improved by the launch of Humming 1/3

Anti-bacterial Plus, following Floral Humming
1/3. The product strengthened the position
of the Humming brand by adding value to
the existing product lineup. However, sales
of other laundry finishing products decreased
due to the shrinking market.

In the dishwashing detergent category,
Family Pure and newly launched Family Pure
Mild contributed to higher market share.
Their pleasant herbal fragrance and deodor-
izing effect generated solid consumer
response. Other kitchen detergents,
including disinfectants, performed poorly.

The Quickle Wiper line of household
cleaning mop kits and sheets has aiready
achieved optimal household penetration. Kao
therefore revitalized the brand with new
Quickle Wet-type Floor Care Sheets in spring
2000 and improved Quickle Dry-type Floor
Care Sheets in February 2001. However,
exports of household cleaning mop kits and
sheets, which are marketed in North America
and Europe by S.C. Johnson & Son, Inc.,
decreased due to the transfer to license-
based production overseas.

Fiscal 2001 Issues and Objectives

A primary theme for fiscal 2001 will be
further strengthening core products to fortify
brand loyalty. New and improved products
will drive market share gains in the competi-
tive environment. Attack laundry detergent
was improved in April 2007 with tiny air
pockets infused into micro-particles that
quickly dissolve in water to rapidly penetrate
stains and thoroughly clean clothes. Kao
will also focus on increasing market share
of products that are number two in their
categories. Family Power Gel, launched in
March 2001, is expected to help reinforce
Kao's position in the dishwashing
detergent market.

Solid Performers
e
The anti-bacterial
W properties of Humming 1/3
Anti-bacterial Plus have
made the product popular
with consumers who dry
their laundry inside or in
the shade.

New Beads, with its gentle fiy-of-the-
valley fragrance, has become Kao's
number-two laundry detergent brand.

Famify Pure and Family Pure Mild,
which feature a pleasant herbal
fragrance, deodorizing ingredients
and a stylish package design, have
expanded Kao's share
of the dishwashing /| :‘
}4, B
[

detergent market. -\ /
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Slim and absorbent
Laurier Super Slim Guard
has increased Kao's
share of the expanding
market for ultra-thin-type
sanitary napkins for
daytime use.




Focal Points

= Reinforce growing categones to counter overall market contractlon

w Offer innovative, value-added products that respond to changmg consumer requwements

- Increase competmveness andi lmprove prof tabnllty by rarsmg operating effi mency

Operating Environment and
Performance

The overall hygiene products market shrank
from the previous fiscal year. Sanitary
napkin sales and volume declined due to
falling prices, a continuing decrease in the
relevant consumer population and fewer
units used resulting from improved product
performance. However, the market for
heavy flow and overnight use products
grew. The disposable baby diaper market
contracted because of strong price
competition, although volume remained flat.
Sales and volume of adult incontinence
products continued to grow, but slowed
due to falling prices.

At Kao, lower sales led to a year-on-year
decline in operating income despite the shift
toward value-added products, continuing
cost-reduction efforts and increased produc-
tivity. In sanitary napkins and disposable
baby diapers, high value-added products
performed well, although pricing pressure
materially affected sales. Higher sales of adult
incontinence products partially offset the
shortfall in this segment.

Fiscal 2000 Initiatives and Results

In the sanitary napkin category, Kao
continued to pinpoint customer needs and
focus on value-added products to increase
competitiveness in both performance and
prices. The Laurier Super Guard series
increased Kao's share of the growing market
for heavy flow and overnight use products.
Kao also entered the expanding market for
ultra-thin-type sanitary napkins for daytime
use by launching Laurier Super Slim Guard,
which can be worn even on heavy flow days.
In spring 2000, Kao introduced Laurier Dry
Cotton Sheets, which incorporate activated

charcoal as a deodorant for comfortable
protection with a drier, cleaner feeling. The
Company also improved Laurier Pantyliners.
These two daily hygiene products drove
strong share gains.

The complete renewal of the Super
Merries line of disposable baby diapers in
October 2000 generated solid market share
gains. Major improvements included greater
absorbency, better leakage prevention,
diaper rash prevention and a new package
design. However, significantly lower sales
prices reduced overall diaper sales, although
the growing pants-type segment partially
offset the decline.

Sales of adult incontinence products
continued to grow with the contribution of
the pants-type Refief, in line with expanding
consumer demand. Kao continued to focus
on the development of products that reduce
the workioad of caregivers while increasing
the comfort of people who receive nursing
care. Product development concepts
emphasized more hygienic nursing care,
exemplified by Relief Odor-Free Guard, the
first product for slight incontinence
problems that uses activated carbon to
eliminate odors.

Fiscal 2001 Issues and Objectives
Kao will strengthen standard-type sanitary
napkin lines with new product introductions.
Laurier Dry Cushion with Wings for daytime
use and Laurier Super Overnight were both
launched in March 2001. In spring 2001, Kao
also launched a line of new products to
facilitate more hygienic nursing care.

Solid Performers

Relief Odor-free Guardis the first
product for slight incontinence
problems that uses activated carbon to
eliminate odor. In addition, its
absorbency and the incorporation of
breathable material increase comfort.

The Merries line of disposable baby
diapers has been completely renewed
to feature a new package design,
greater absorbency, better leakage
prevention, and protection against
diaper rash.

Annual Report 2001
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Focal Points

G

= Strengthen the Econa brand franchise through ine extensions and a co-branding program.

= (se the recommendations of a nat\onw:de orgamzatxon and health care professionals to promote benefits
of diacylglycerol oil. ﬂ

Operating Environment and
Performance

While the cooking oil market remained flat
during fiscal 2000, the shift toward
healthier, more functional products
continued, with sales of such products
growing to account for more than 15
percent of the market. Sales of Healthy
Econa Cooking Ofl - For Prevention of Fat
Deposits doubled over the previous fiscal
year, contributing to increased earnings.

Fiscal 2000 Inidatives and Results

As part of an aggressive, multifaceted
advertising program, Kao highlighted
Healthy Econa Cooking Oil's license from

Kao Corporation

the Ministry of Health, Labour and Welfare
as a "Food for Specified Health Use,” and
its designation as "reliable and safe” by a
nationwide organization that promotes
medical check-ups. Promotional activities
extended to the Internet with a website’
for the product that also provides informa-
tion about the health benefits of main
ingredient diacylglycerol. This effort
complemented an ongoing program to
inform health care professionals of the
positive effects of diacylglycerol.

Kao also implemented a co-branding
program with leading processed food
manufacturers, under which their
products display the phrase "Made with

‘In Japanese only

Sales of Healthy Econa
Cooking Oil - For Prevention
of Fat Deposits continued to
increase, expanding Kao's

share of the healthy cooking
oil market.

Healthy Econa Cooking Oil" on their
packages. This program, which has been
successful in increasing Healthy Econa
Cooking Oil's market penetration, was
carried out in cooperation with the
chemical products division where the
related sales were recorded.

Fiscal 2001 Issues and Objectives
Kao expanded the Econa brand with the
February 2001 launch of Healthy Econa
Dressing and the March 2001 launch of
Healthy Econa Cooking Oil - For Lower
Cholesterol. These new products will
contribute to further strengthening the
Econa brand during fiscal 2007.



Focal Points

= Minimize inventory at retailers and reinforce core segments where Kao has a demonstrated competitive

advantage.

= Stimulate consumer interest through product improvements and build the new est brand.

" New cosmetics bra

which incorporates the’
dermatological excellence ofji
Sofina, is sold through '
beauty counseling to offef:
more effective skin care
tailored to each user’

Operating Environment and
Performance

The overall cosmetics market was flat
during fiscal 2000. The lower-priced
cosmetics market remained steady, while
the prestige cosmetics market remained at
the low level of the previous fiscal year.
Supported by the launch of a new brand
and renewals, Kao achieved sales growth.

Fiscal 2600 initiatives and Results

Kao completed inventory adjustments
begun in fiscal 1999 and adjusted SKUs in
its cosmetics portfolio. To benefit from the
resulting efficiency, Kao strengthened core
categories, increasing sales by introducing
UV Cut products for the Sofina Very Very,

Sofina Emoliiel and Sofina Vital Rich lineups
in the basic care category and improving
Sofina Finefit in the foundation category.
Advertising was focused on selected lines
of products under the Sofina brand.

The August 2000 expansion of the
Sofina Raycious line with a new liquid
foundation, targeting women in their
twenties, was the central driver of sales
growth. In addition, est, a new cosmetics
brand that incorporates the dermatological
excellence of Sofina, was launched in
October 2000. This new brand is sold
exclusively through beauty counseling at
department stores.

Moreover, Kao offered new skin care
solutions. Sofina Very Very Powdery Pore

Solid Performers

The addition of new fiquid foundation
helped further strengthen the Sofina
Raycious ling.

Careis one of the special care products for
younger consumers with oily skin problems
such as acne.

In the color makeup category, new
products such as AUBE Rouge Livelish
and AUBE W Perfect Mascara, in tandem
with well-timed promotional activities,
contributed to higher market share in
spring 2007,

Fiscai 2001 Issues and Objectives
Kao will continue to strengthen basic care
and foundation product lines while
developing new products that meet
emerging consumer expectations. Another
focus will be building the momentum of the
est brand.
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Focal Points

= Further build brand equity and enhance market penetration.

CONSUMER

: PRODY

29

= |{mprove profitability by maximizing the benefits of regionally based management and emphasizing

efficiency.

= Share know-how and best practices on business reforms among the affiliates to speed up innovations.

Operating Environment and
Performance

Price competition increased sharply due to
heightened competition among global peer
companies and the market entry of global
retailers. The slowdown in the U.S,
economy also impacted the region.

Despite the challenging environment in
Asia and Oceania, Kao generated modest
sales growth before negative currency
translation, while the strong yen resulted in
a slight decline in sales in yen terms.
Operating income increased as a result of
business reforms.

Fiscal 2000 Initiatives and Results

In fiscal 2000, Kao reorganized its
management structure into three regions:
China including Hong Kong; Taiwan; and
ASEAN.

In China, inventory adjustment at distrib-
utors initiated in fiscal 1999 was
completed. Improvements to Sifoné
shampoo, Attack compact laundry
detergent and Laurier sanitary napkins
contributed to recovery from sluggish fiscal
1999 sales, and the launch of Kao White
soap generated promising sales. Efforts to
strengthen sales in South China
(Guangzhou Province) expanded Kao's
market share for shampoo, laundry
detergent and sanitary napkins. Moreover,
building an image for Lavenus that stresses
its Tokyo origins contributed to its good
performance in Hong Kong.

Sales in Taiwan were down primarily due
to the poor performance of disposable
baby diapers in the severe market environ-
ment, partially offset by good performance
in facial cleansers, body cleansers and
sanitary napkins. Initiatives to revitalize
diapers are under way. ‘

In ASEAN countries, sales in Indonesia,
which are accounted for using the equity
method, continued to climb. Sales in
Thailand were flat in yen terms but
increased on a local currency basis, and
the success of profit management reforms
such as the consolidation of SKUs, review
of sales activities, and reduction of distribu-
tion costs contributed to an increase in
operating income.

Sales of Attack Color in Thailand have
remained strong since its 1998 launch, and
introductions in Malaysia, Singapore and
indonesia have built on existing product
sales. Despite intense competition, the
Laurier sanitary napkin line held its market-
leading position in indonesia, Thailand and
Malaysia.

Kao Consumer Products (Southeast Asia)
Co., Ltd. was established in Thailand to
promote unified management in the ASEAN
region, strengthen marketing and product
development, and optimize .in-market
production. Initiatives included preparations
for standardization of specifications for
certain products in fiscal 2001,

Fiscai 2001 issues and Objectives
Goals include building a foundation for sales
growth. Kao wil clearly define priorities in
sales areas and brands in the Chinese
market, and future development will focus on
the four categories of detergents, shampoos/
conditioners, skin care and sanitary napkins.
Business reform in Thailand during fiscal
1999 helped improve the cost structure in
fiscal 2000, and the resulting know-how and
practices will be ported to other countries
during fiscal 2001, Throughout ASEAN, Kao
will counter pressure from global retailers by
strengthening category management and
key account management.

Solid Performers

Popular for its absorbency and soft
texture, Laurier remains the number-
one sanitary napkin brand in Indonesia,
Thailand and Malaysia.

The logo of Biore brand products has
been standardized to promote a unified
brand image.
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Focal Points

= Build comprehensive coverage of key skih care market in North America.

= Add value to acquisitions through synergy between Andrew Jergens’ marketing expertise and Kao's

technological capabilities.

= Continue to enhance profitability by optimizing the benefits of reforms at Goldwell.

In North America, subsidiary The Andrew
Jergens Company markets skin care brands
such as Jergens, Bioré and Curél, and the
acquisition of the ban brand in fiscal 2000
supports its objective of becoming a
comprehensive skin care company,
Goldwell GmbH, headquartered in
Germany, concentrates on global marketing
of hair care products for beauty salons. Guhl
lkebana GmbH markets premium hair care
products in Europe.

Operating Envirenment and
Performance

In North America, premium facial cleansers
were a key driver in the facial care market.
The pore cleansing strip market has
contracted sharply from its peak, but
remained stable. Polarization between
premium and value lotions continued in the
hand and body lotion market. The hair color
market expanded throughout the worid,
both in the professional and mass markets.

At Andrew Jergens, sales of pore
cleansing strip products, including exports,
suffered due partly to measures to normalize
inventory at distributors, causing the Bioré
line to fall short of prior-year levels. Overall,
however, sales improved year-on-year due
to healthy sales of Jergens lotions and
Curél, as well as the addition from the
acquisition and continuing smooth integra-
tion of the ban brand. A new premium line of
moisturizers, Jergens Firming Lotion, also
drove sales growth. Operating income also
rose due mainly to rationalization of
marketing spending.

At Goldwell, brisk sales of hair color
products supported an increase in total
sales. In addition, restructuring efforts
initiated in fiscal 1999 enabled substantial
improvement in operating income. At Guhl,

sales of the Brilliant coloring shampoo/
conditioner line increased, and the new Guh/
Living Color hair color line launched during
fiscal 2000 also performed well.

Fiscal 2000 Initiatives and Results
Andrew Jergens implemented measures to
upgrade Bioré from a cleansing brand to a
total facial care brand that includes moistur-
izers. A representative step was the launch
of a new product designed to treat problem
skin in young people, Bioré Blemish Bomb
Acne Treatment. This helped restore
consumer interest and confidence in Bioré
as a total facial care brand.

Goldwell moved to increase marketing
efficiency through the global rolfout of
marketing initiatives to its subsidiaries.
Improvements of existing products were
carried out and new color variations were
added to the Topchic line.

Fiscal 2601 Issues and Objectives
Kao is applying its skin care technology to
build the Biore, Jergens, Curél and ban
brands in the North American market. In
January 2001, the new daytime treatment
Bioré Blemish Double Agent was launched.
Kao also intends to use its technologies in
tandem with Andrew Jergens' marketing to
build the ban brand in the U.S. antiperspi-
rant/deodorant market. Goldwell will
combine its capabilities with Kao's techno-
logical expertise in order to play a larger role
in the expanding hair color market.

Solid Performers

Goldwell's hair care products for
beauty salons

The ban brand antiperspirant/
deodorant products
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Focal Points

= Maintain strength in core businesses and ,incréasé specialization.
w Benefit from global production network and development capabilitie

= Selectively concentrate on hi‘gh-m'argyin products‘a’nd'businesses wher

and excel.

CHENIGAL PRODUETS.

Operating Environment and
Performance

Although the rise in crude oil prices
increased the cost of petrochemicals, prices
for raw materials used in the production of
fatty chemicals and edible oils remained
favorable. The Japanese market has been
weaker since summer 2000, and the
slowdown in the U.S. economy has
impacted Asian economies.

Fiscal 2000 Initiatives and Results
While Kao's sales in Japan decreased
marginally year-on-year, earnings grew as a
result of efforts to concentrate
management resources on key businesses
and the stabilization of low raw materials
prices. Overseas sales grew strongly on a
local currency basis, but were lower in yen
terms due to the negative currency transla-
tion. The fatty chemicals and edible oils
business, based mainly at Fatty Chemical
(Malaysia) Sdn. Bhd., and strong sales of
specialty chemical products, such as
copier and printer toner and related
products as well as aroma chemicals,
drove record high earnings.

Fatty alcohols, glycerin and tertiary amines
performed well worldwide. The edible oils
business reached an optimal size in Japan.
Sales of a newly developed conditioning and
coagulating agent for tofu {bean curd)
expanded, and diacylglycerol oil was
supplied to food companies that manufac-
ture co-branded products using Healthy
Econa Cooking O,

Kao's copier and printer toner and related
products meet requirements for perfor-
mance at higher speeds and lower fusing
temperatures, and sales have climbed
steadily, generating solid profits. Kao has

already strengthened the global
management of its toner business through |
its flexible worldwide production network of
facilities in Japan, the United States and
Europe. Moreover, the Company has
worked to enhance Asian operations by !
establishing in-market production and sales
for such products as plastic additives and
ethylene bis-stearamide (EBS) wax.

Sales of the synthetic fragrance lacton
remained favorable. In the toiletry segment,
ether sulfate, a raw material for shampoo, :
contributed negatively due to excess !
production capacity in the market. . e

Sales of de-inking agents in the pulp and
paper segment were favorable, but sales of
the Mighty line of concrete additives
dropped due to reduced investment in
public works projects in Japan, Thailand and
the Shanghai metropolitan area in China,

Kao has made progress in consclidating
management of operations in Europe with
the establishment of Kao Chemicals Europe,
S.L. in Spain. Specific outcomes have
included joint purchasing and shipping, and
partial integration of product lines.

Kao's copier and printer toner and
related products are highly evaluated
for their superior quality.

,»w']é&, t .
j;v,f»m"fa:. Do «
S 4o

Aroma chemicals are sold to leading
companies in addition to being used in

Fiscal 2001 Issues and Objectives Kaa products.

Kao will promote its business activities from a
standpoint of selectivity and focus in three
core business fields: fatty chemicals, surfac-
tants and specialty chemicals. Kao will further
strengthen its global production network with
the completion of production facilities for
toner binder in Spain in 2001, Other invest-
ments include increased production capacity
of synthetic fragrances in Spain, expanded
production faciiities for fatty alcohols at Fatty
Chemical (Malaysia) Sdn. Bhd., and ester
production facilities for toiletries at Kao
Chemical Corporation Shanghai.
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Environmental Activities

The "3 Rs” Approach:
‘| Reduce

Improved product perfor-
mance allows greater
concentration and smaller
amounts required for a

} single load, while more

T E‘E ::i compact packaging
S TN reduces waste.

Reuse

Kao offers easy-to-use refill pouches in a
variety of formals, such as hook-type (left) and
press-line-processed type {right).

Recycle

Cartons and measuring
spoons for Aftack
laundry detergent are
made from 100%
recycled materials.

Emissions and planned reductions of
substances subject to PRTR

I Oichloramethans 2238 Chicromethane MEEERN Hexane
250 Propyl alcohol 1 Toluene Eihyl acetate

Emissions (tons)

Kao Corporation

Environmental Philosophy and Policies

The development of products that will minimize impact on our air, earth and water is an
integral part of Kao's basic philosophy as a manufacturer, and environmental protection
is one of our most important tasks, The Company's efforts are based on the "3 Rs’
approach: reduce, reuse, and recycle. Current activities center on the "reduce”
approach.

Production Process

By the end of April 2001, all of Kao’s domestic plants had obtained ISO 14001 certifica-
tion, an international standard for environmental management systems. This management
system will help Kao improve all environment-refated performance. Overseas, in addition
to Kao (Taiwan) Corporation, which is already 1ISO 14001-compliant, Kao Chemicals
GmbH in Germany is expected to acquire certification during fiscal 2001.

Moreover, company-wide environmental protection projects based on the principles of
the "3 Rs" approach, such as resource and energy savings and industrial waste
reduction, were incorporated into TCR activities. Aimed at reducing the burden on the
environment without diminishing the basic functions and quality of Kao products or their
containers, these TCR activities integrate environmental and corporate management.

Reductions of CO2 emissions and energy consumption are shown below. Although
the absolute amount has not substantially changed, factoring in the increase in value-
added production output shows a steady decrease in the unit energy consumption
index. Kao has already achieved the target values set by the Japan Federation of
Economic Organizations.
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*Unit vatus-added production output =
energy consumption/ value-added production output

Poliutant Release and Transfer Register (PRTR)

During fiscal 1999 in Japan, Kao handled 58 of the 284 chemical substances listed by
the Japan Chemical Industry Association (JCIA) as subject to PRTR reporting, and has
reduced total annual emissions to less than one ton at each site. Reporting under the
Chemical Substance Management Promotion Law in Japan will be required starting with
fiscal 2001 data. Kao currently handles 51 of the substances on this list, which is
different in part from that of the JCIA.

Product Safety

At Kao, ensuring product safety begins from the grand design stage. Selection of raw
materials and product formula are based on four Company criteria: product safety
standards; a list of restricted materials; safety standards for preservatives; and safety
standards for fragrances. When developing new products, they are divided into those
that rinse off for disposal, such as detergent, and those that do not, such as facial
cream. Products are then evaluated by category for their impact on health and the
environment. A safety commission makes a final pre-launch review, and Kao carries out
post-marketing surveillance.




COriginal information on safety accumulated by Kao is archived in a database and
managed systematically. The Company uses it for Material Safety Data Sheets (MSDS),
which are prepared in compliance with Japanese Industrial Standards (JIS) and other
relevant laws. Kao has published approximately 6,000 MSDS, which are provided to
customers and kept in a database for use in employee training. English-language MSDS
are also prepared in compliance with the regulations of the United States and the
European Union.

Packaging and Contents

The consumer switching rate to refills {the percentage who purchase refill pouches or
replacement bottles) for most Kao products in Japan exceeds 60 percent, contributing
to a reduction in the amount of packaging waste. Kao's contribution to reducing waste
and saving resources through promotion of refill products was recognized in an award
from the Minister of International Trade and Industry (current Minister of Economy, Trade
and Industry) in October 2000.

New Kao technologies include the world's first Paper-bottle Molding System, which
uses waste paper to produce sealable bottles in various shapes that are as strong as
plastic bottles.

A noteworthy content-related development is a new manufacturing process for ether
that converts more than 89 percent of raw materials into ether, and the only waste
product discharged is water.

Environmental Accounting

To conduct effective environmental management, Kao internally compiles data on invest-
ments and expenses related to environmental protection as well as their environmental
preservation and economic effects. Since fiscal 1999, the Company has disclosed
parent-company results in accordance with Japanese Environment Agency (current
Ministry of the Environment) guidelines. Environmental preservation costs during fiscal
1989 included capital expenditures of ¥1,452 million, consisting primarily of water
pollution prevention and new packaging development. Related expenses totaled ¥7,937
mitlion, which included depreciation of ¥2,202 million. The economic effect was
calculated only in terms of direct cost reductions and amounted to ¥1,692 million.

International Activities

Kao Specialties Americas LLC and High Point Textile Auxiliaries LLC have been
recognized as the 23rd "Carolina Star Site” in the State of North Carolina in the United
States. This designation is granted by the Occupational Safety and Health Division of the
North Carofina Department of Labor (OSHNC) to companies with comprehensive and
successful safety and health programs, established and implemented through a cooper-
ative relationship among management, labor and the OSHNC. In addition, Quimi-Kao,
S.A. de C.V. in Mexico was awarded Clean Industry certification by the Mexican
government, which allows the company to use the Clean Industry logo in corporate
identity materials.

Kao's Basic Position Regarding the Environment

Kao took its long-standing commitment to manufacturing products in an environ-
mentally responsible manner one step further with the introduction of Responsible
Care activities in 1995. Since then, the Company has built a comprehensive
management system encompassing environmental protection, occupational health
and safety, disaster prevention and raw materials and product safety. The basic
philosophy underlying these activities is a commitment to the environment, safety
and health throughout the whole fife cycle of products, from product development,
manufacturing and distribution to final consumption and disposal.

Paper-bottle Molding System
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Management’s Discussion and Analysis

Six-Year Summary

Kac Corporation and Consolidated Subsidiaries Years ended March 31
Millions of yen
2001 2000 1999 1998 1897 1996
For the year: .

Net SaleS ..o ... ¥821,629 ¥846,922 ¥924,596 ¥907,249 ¥901.402 ¥835,597
Consumer ProdUCtS ..o 607,826 632,423 656,197 696,800 705,332 675,883
Cosmetics Sofina......c.cccoocveviii, 72,579 70.890 74,450 — — —
Chemical Products ..o 167,893 172,401 193,949 210,449 196,070 159,714

SUDLOEL ..ot 848,298 875714 924,596 907,249 901,402 835,597
ElIMINations ..o s (26,669) (28,792) — — — —
Japan o 655,470 673,456 672,123 674,640 696,022 673,051
Asia and OCeaNIA.........covvivenii e 84,137 86,176 104,694 101,726 83,588 69.589
North America and EUrope ... 105,287 111,043 178,933 162,092 148171 118,004

SUbOtal oo 844,894 870,675 955,750 938,458 927,781 860,644
Elminations .......c.ccoocoiiiiicncc s (23,265) (23.753) (31.154) {31.209) (26.379) (25,047)

Operaling iNCOME.......ocvoiiincciiiec s 107,099 99,182 91,664 72,868 72,101 66,509

NEtINCOME ... 59,427 52,147 34,714 24,495 27,594 24,531

Capital expenditures..........cocoviviniiieenn e 60,741 37.564 69,016 59,012 65,283 79,254

Depreciation and amortization ............cccooeeee. 58,856 67,270 71,202 81,405 73,592 70,623

Cash floWS ..o 104,702 108,158 96,310 97,046 93.073 87,950

Research and development expenditures.......... 37,049 38.062 36,062 37,843 37,929 37,544

(% Of S@ES)....ciiiiiice e 4.5% 4.5% 3.9% 4.2% 4.2% 4.5%

Advertising expenditures ... 65,758 64,354 71,752 65,404 61.012 58,592

(% OF SAIES) ..o 8.0% 7.6% 7.8%: 7.2% 6.8% 7.0%

At year-end:
TOAl BSSEIS. ... viceeviitieei e 783,760 750,016 751,725 778,762 807.124 756,849
Total shareholders’ equity ..............cocviiiinn 462,988 474,979 451,777 424,430 379,552 359,812
Yen

Per share:

NELINCOME v ¥ 96.69 ¥ 8345 ¥ 55.98 ¥ 4010 ¥ 4592 ¥ 40.85
Cash dividends ... 24.00 20.00 16.00 15.00 14.00 12.50
Total shareholders’ equity ... 760.05 765.59 727.01 584.90 631.54 598.71

Weighted average number of shares
outstanding during the period {in thousands)... 614,608 - 624,917 620171 610,857 600,978 600,454

Key financial ratios:

Return on 5ales (%) .o 7.2 6.2 38 2.7 31 29
Return on equity (%)....... oo 12.7 11.3 7.9 6.1 75 7.0
Equity ratio {%8) ... 59.1 63.3 60.1 54.5 47.0 47.5

Notes: 1. Net sales by business segment include intersegment sales starting from the year ended March 37, 2000, as defined in the nctes to consolidated financial
statements {Note 12). Consequently, net sales of Chemical Products include intersegment sales to Consumer Products and Cosmetics Sofina.

. Cosmetics Sofina results for 1998 and prior years are consolidated under Consumer Products.

. Net sales by geographic segment include intersegment sales.

. Due to the change in the presentation requirements in Japan, certain reclassificatians have been made to operating income for 1998 and prior years to
conform to the presentaticn of the current year's results. '

. Cash flows are defined as net income plus depreciation and amortization minus cash dividends.

. Netincome per share is computed based on the weighted average number of shares outstanding during the respective years.

. Cash dividends per share are the amounts applicable to the respective years, including dividends to be paid after the end of the year.
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Analysis of Income Statements

For the fiscal year ended March 31, 2001, consolidated net sales decreased 3.0 percent to
¥821.8 billion (US$6,631.4 million). A negative currency translation effect of ¥18.2 billion on
overseas sales due to the strong yen affected net sales. In addition, due to a difference in
accounting for sales at a newly consolidated domestic consumer products sales company, net
sales decreased by ¥11.9 bilion. Most of this amount consists of post-sales rebates paid to
retailers, which were recorded as part of the parent company's sales commission expenses.
Excluding these two factors, consolidated net sales would have risen 0.6 percent year-on-year,
A decline in consumer products sales in Japan also negatively contributed to decreased sales.

Cost of sales amounted to ¥363.1 billion (US$$2,930.8 million). The cost of sales ratio
decreased 0.8 percentage points to 44.2 percent. Major factors behind this improvement
included TCR activities and lower prices for raw materials. The decrease in cost of sales helped
mitigate the impact of lower sales on gross profit, which decreased 1.6 percent to ¥458.5 billion
(US$3,700.6 million).

Sefling, general and administrative expenses (SG&A) decreased ¥15.1 billion, or 4.1 percent
0 ¥351.4 bilion (US$2,836.2 million). Because of the new consolidation of the sales company,
¥86.2 billion in sales commissions paid to this company by the parent company were eliminated
in consolidation. At the same time, the sales company's expenses, which were previously not
recorded, increased SG&A expenses by ¥72.5 billion, and mainly consisted of personnel
expenses such as salery and bonuses, freight-out expenses, and sales promation costs. The
result was a net decrease of ¥13.7 billion in SG&A expenses. However, as mentioned eartier, net
sales also decreased by ¥11.9 bilion due mainly to the effect of post-sales rebates. In other
expenses, pension expenses increased, while depreciation expenses decreased.

_ Operating income therefore increased 8.0 percent to ¥107.0 billion (US$864.4 million).
Operating income from operations in Japan increased 2.9 percent to ¥94.3 billion {US$761.3
million), while operating income from overseas operations increased 72.5 percent to ¥12.7 billion
{US$102.6 million). Strong gains in profitability overseas were particularly pronounced in the
personal care products busingss in North America and Europe and in the chemical products
business worldwide. The Company benefited measurably from the improved operating
efficiency, compeltitiveness and profitability engendered by business reform at overseas
subsidiaries. The ratio of operating income to net sales rose to 13.0 percent from 11.7 percent
for the previous fiscal year, as a result of the effectiveness of management initiatives to improve
profitability.

Other expenses decreased 12.9 percent year-on-year to ¥5.2 billion (US$42.2 milion). The
Company booked a foreign exchange gain for the fiscal year under review, compared to a loss
in the previous fiscal year, and decreased restructuring charges compensated for an extraordi-
nary loss related to retirement benefits in Japan.

Consequently, income before income taxes and minority interests increased 9.3 percent to
¥101.8 biltion (US$822.2 million), and net income increased 14.0 percent to ¥59.4 billion
{US$479.6 million). Net income per share rose to ¥98.69 (US$0.78) from ¥83.45 for the previous
fiscal year, and Kao increased cash dividends per share by ¥4.00 to ¥24.00 {US$0.19).

Costs, Expenses and Income as Percentages of Net Sales

2001 2000 1999

Costof SaleS. ..o 44.2% 45.0% 47.2%
Gross Profit.....coccccrrroniconis s 55.8 (0.8) 550 (2.2) 52.8
Selling, general and

administrative eXpenses.............veererorns 42.8 (-0.5) 433 (0.4) 429
Operating INCoOME......ovevivciininiini oo 13.0 (1.3) 11.7 (1.8) 9.9
Income before income taxes

and minority INterests .........ooeovinvreis 124 (1.4) 11.0 (4.5 6.5
NELINCOME oo 7.2 (1.0 6.2 (2.4 38

Note: Figures in parentheses represent change in percentage points from the previous year.




Information by Business Segment

In accordance with a change in the Company's policy of segmentation mentioned in the notes
to consolidated financial statements (Note 12), the segment information by business for the
previous fiscal year has been restated. The following commentary is based on this change.

Consumer Products

Consumer products sales decreased 3.9 percent to ¥607.8 billion (US$4,905.8 million). In
Japan, domestic sales decreased 3.5 percent year-on-year in nominal terms, while they
decreased 1.2 percent from the previous fiscal year in real terms, excluding the effect of the
consolidation of the consumer products sales company. Overseas, net sales on a local currency
basis grew 3.5 percent over the previous fiscal year, although the effect of the strong yen led to
a decrease in overall net sales. In terms of operating income, domestic and overseas operations
achieved a total earnings growth of ¥4.0 billion, amounting to ¥86.1 billion (US$695.0 miliion), an
increase of 4.9 percent, ’

Japan

In the consumer products market in Japan, prices continued to maove downward, particularly
in the second half of the term, and demand in real terms slumped below the level of the
previous fiscal year. In this operating environment, sales of consumer products, excluding
the effect from the consolidation of the sales company, declined 1.2 percertt.

In terms of operating income, a decrease in seling prices and an increase in marketing
expenses contributed negatively. A significant increase in pension expenses also dampened
profitability. Nevertheless, favorable natural oil raw material prices and the Company's cost
reduction measures and raised operating efficiency, in addition to the decrease in deprecia-
tion expenses, led to growth in operating income. ’

In personal care products in Japan, Kao activated the facial and body cleanser markets
with products with a mildly acidic formulation. New products such as Bioré Facial Foam
Moisture Cream-in and Bioré Body Care Foam Moisture Cream-in performed well. In hair
care products, the Company improved and marketed Essential Damage Care shampoo/
conditioner, which generated sofid consumer response. Despite this, an overall drop in
market prices caused sales to drop below the level of the previous fiscal year. At the same
time, we expanded our share of the hair color market by the addition of Blauné Aroma Hair
Colorfaunched during the previous fiscal year, and sales increased as a result.

The laundry and cleaning products category in Japan faced intense competition. In this
environment, such new products as Humming 1/3 Anti-bacterial Plus fabric softener, Quickle
Wet-type Floor Care Sheets household cleaning sheets and Family Pure Mild dishwashing
detergent were brought to market during the term. Although steady sales growth was
posted for New Beads, a contraction of the gift market adversely affected sales and
contributed to the year-on-year sales decline in laundry detergent. At the same time, exports
of household cleaning mop kits and sheets, which are marketed in North America and
Europe by S.C. Johnson & San, Inc., decreased significantly due to the transfer to license-
based production overseas.

The hygiene and other products category had mixed results. The overall sanitary napkin
market shrank due to a decline in the relevant consumer population in Japan, upgrading of
product performance that led to fewer units being used, and falling prices. As a result, sales
declined from the previous fiscal year. Sales of the Company's disposable baby diapers,
Merries tape-type and pants-type, declined despite-improvements made in product perfor-
mance, as stiffening price competition and a sharp fall in prices made the environment
extremely difficult. On the other hand, there was a slight increase in sales of adult inconti-
nence products, which were spurred by the launch of Relief Odor-Free Guard, which uses
an original technology to eliminate odors.

Net Sales by Business
Segment: Consumer
Products/Cosmetics Sofina
(Bitions of yen)
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Kao Corporation

In addition, Healthy Econa Cooking Oil - For Prevention of Fat Depostts, a unique product
that helps prevent fat from accumulating in the body, continued to win widespread support
from consumers and contribute greatly to sales. With an eye toward expanding the market
for healthy cooking oils, Kao brought out the second product in the Healthy Econa series,
Healthy Econa Cooking Off - For Lower Cholesterol, which helps lower the level of choles-
terol in the blood and inhibits the accumulation of fat in the body. The Company also
launched the Healthy Econa Dressing series.

Asia and Oceania

Influenced by the economic slowdown in the U.S., the outlook for the Asian economy has
. become unclear. In the consumer products market, while growth in demand was virtually

stagnant, intense competition among global peer companies continued. In addition, new

entries into the market by global retailers led to flerce price competition.

In the consumer products business in Asia and QOceania, inventory adjustment at distribu-
tors was completed in China. While sales before the currency translation effect achieved
modest growth, sales in yen terms declined slightly.

The Company focused on core brands to strengthen brand power, and consequently,
operating income for the region increased year-on-year in yen terms,

With an eye on trends in the ASEAN Free Trading Area {AFTA), we have established a
subsidiary in Thailand as a regional headquarters that wilt enable us to integrate and upgrade
product development and marketing, and utilize optimal production locations in the ASEAN
region.

North America and Europe

In North America, sales of The Andrew Jergens Company grew slightly. Favorable perfor-
mance by Curél premium skin care and new products in the Jergens lotions lineup
contributed as growth drivers, which were offset by a continuing decrease in sales of pore
cleansing strip products. To build a stronger base in the skin care products business, we
acquired the bam antiperspirant/deodorant brand in the United States. Andrew Jergens
achieved healthy growth in operating income as a result of a strong performance by
premium-priced products and more effective control of fixed expenses.

In Europe, Goldwell GmbH, which markets hair care products for beauty salons interma-
tionally, and Guhi lkebana GmbH, which markets premium hair care products, both posted
healthy sales growth. The effect of restructuring at Goldwell bolstered steady growth in
operating income.

Cosmetics Sofina

Sales of Sofina cosmetics were ¥72.5 billion (US$585.8 million), an increase of 2.4 percent. The
prestige cosmetics market is recovering slowly from a major contraction, remaining flat
throughout the year,

In these general market conditions, we brought out est, a new brand for exclusive marketing
through department store channels in the basic skin care category. This product embodies
unique superior technology based on dermatological research promoted by Sofina. New items
were also added to the Sofina Raycious foundation series. Along with Sofina Finefit, this new
introduction bolstered foundation sales, which increased over the level of the previous term.
Although sales in the first half of the term decreased year-on-year due to our effort to streamline
inventories at retailers, we achieved significant growth in the second half of the fiscal year under
review.

Operating income improved to ¥2.8 hillion (US$22.8 milion) despite the expenses related to
the retail destocking measures and an increase in pension expenses.

‘Japan is nat included in the agreement for the acquisition of the ban brand.
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Chemical Products

Chemical products sales, including intersegment sales, decreased 2.6 percent to ¥167.8 billion
(US$1,355.1 mitlion). Operating income rose ¥2.9 billion, or 20.2 percent, to ¥17.7 billion
{US$143.0 milion). Although negative currency translations impacted both sales and operating
income for averseas operations, on a local currency basis, sales grew 9.1 percent, and
operating income rose 59.6 percent as well. Key growth drivers included fatty chemicals in Asia
and such specialty chemicals as copier and printer toner and related products, and aroma
chemicals in the United States, Europe and Japan.

Japan
The effects of sluggish economic conditions in Japan since last summer, and a drop in
exports due to a slowdown of the Asian economies, led to a drop in the parent company's
sales.

Operating income grew, benefiting from continuous favorable prices of raw materials for
fatty chemicals and streamlined production, in spite of price increases in certain raw
materials due to higher petroleum costs.

Asia
In Taiwan, sales decreased due to the transfer of part of production abroad. However,
healthy growth in sales was recorded in the other Asian countries, particularly in Malaysia
and the Philippines, where sales of fatty alcohols were brisk.

Led by the strong performance in fatty zlcohols in Malaysia and the Philippines, and
boosted by lower costs of raw materials, operating income increased significantly.

North America and Europe
Robust sales growth continued on the back of strong perfarmances in copier and printer
toner and related products in the United States, fatty amines in Germany, and aroma
chemicals and copier and printer toner and related products in Spain.

Healthy growth in Germany and Spain was a primary factor in a surge in operating
income.

information by Geographic Segment

Japan :

Total sales in Japan, including intersegment sales, decreased 2.7 percent to ¥655.4 billion
(US$5,290.3 million). Excluding the effect of the consolidation of the sales company, total sales
decreased 0.9 percent. Operating income increased ¥2.6 billion, or 2.9 percent, to ¥94.3 bilion
{US$761.3 milion). Ongeing cost reductions, lower raw material prices and decreased deprecia-
tion expenses compensated for lower consumer products sales and increased pension-related
expenses.

Asia and Oceania

Total sales elsewhere in Asia and Oceania, including intersegment sales, decreased 2.4 percent
to ¥84.1 billion (US$679.1 million). Excluding currency translation effect, sales rose 3.8 percent.
Operating income increased ¥2.8 billion, or 74.0 percent, 1o ¥6.8 billion (US$54.9 million).
Measures to concentrate resources on core brands in the consumer products business and the
healthy growth in fatty chemicals sales contributed significantly to increased operating income.

Net Sales by Geographic
Segment: Japan
{Billons of yen)
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Net Sales by Geographic
Segment: Asia and Oceania
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North America and Europe

Total sales in North America and Europe, including intersegment sales, decreased 5.2 percent
10 ¥105.2 billion (US$849.8 million). Excluding currency translation effect, sales rose 7.4 percent.
Operating income increased ¥2.4 billion, or 70.7 percent, to ¥5.9 billion (US$47.7 million), driven
by the steady performance of premium skin care products at Andrew Jergens and the benefits
of restructuring at Goldwell. Moreover, the chemical products business in Spain and Germany
performed well.

Financial Position

Net cash provided by operating activities decreased to ¥122.9 billion (US$992.3 million) from
¥157.6 billion for the previous fiscal year. Negative factors included higher tax payments,
decreased depreciation expenses, and an increase in working capital. These were partially offset
by increased income before income taxes and minority interests.

Net cash used in investing activities increased to ¥67.3 billion (US$543.8 million) from ¥41.4
billion for the previous fiscal year, primarily because of the acquisition of the ban
antiperspirant/deodorant brand from Chattem, Inc. and increased purchases of short-term
securities as part of investment of excess cash. Principal capital spending in plant and
equipment included production facilities for laundry detergent and new proeducts such as
cooking oil, and a plant relocation in Japan.

Net cash used in financing activities decreased to ¥52.1 billion (US$420.7 miflion) from ¥61.5
billion for the previous fiscal year. Kao redeemed corporate bonds, resulting in a reduction in
short-term and fong-term debt inciuding current portion of ¥8.6 billion {US$69.9 million}. In
addition, aiming to enhance shareholders’ returns, the Company executed a share redemption
totaling 10 million shares valued at ¥28.6 billion. Payments of cash dividends increased from
¥11.4 billion in the previous fiscal year to ¥13.7 billion (US$111.3 million).

As a result, cash and cash equivalents at the end of the year increased ¥5.4 billion year-on-
year to ¥153.4 billion (US$1,238.4 miliicn).

Total assets increased 4.5 percent from a year earlier to ¥783.7 billion (US$6,325.7 million).

Shareholders’ equity decreased 2.5 percent from a year earlier to ¥462.9 billion (US$3,736.8
million). While retained earnings and additional paid-in capital increased, the Company reclassi-
fied negative foreign currency translation adjustments totaling ¥35.6 billion from assets to
shareholders' equity in the fiscal year under review. Return on average total shareholders’ equity
improved to 12.7 percent from 11.3 percent for the previous fiscal year, and the shareholders’
equity ratio, defined as the ratio of shareholders’ equity to total assets, stood at 53.1 percent,
compared to 63.3 percent a year earlier.

EVA

Kao aims to achieve continuous improvement in EVA on a long-term basis that will lead to
increasing corporate vajue. During the fiscal year under review, Kao focused on increasing net
operating profit after taxes (NOPAT) while endeavoring to make more effective utilization of
assets and hold down increases in capital charges. Measures undertaken resuited in the second
consecutive improvement in EVA since its implementation:

Improve: Kao strives to improve operating profit without using additional capital. During the
fiscal year under review, TCR activities centinued to contribute significantly to improved
profitability. Key activities inciuded changes in product formulas and the rationalization of
purchasing.



Invest: Major capital expenditures in Japan included production facilities for laundry detergents
and cocking ail. In the overseas chemical products business, Kao also invested in selected
sectors such as fatty alcohols, copier and printer toner and refated products, and aroma
chemicals. These investments are expected to contribute to future improvement of EVA.

Harvest: Kao has been working to reduce capital to improve EVA. During the fiscal year under
review, Kao carried out relocation and consolidation of production facilities for laundry and
cleaning products in Japan.

Financial: In this financial initiative to reduce capital charges, Kao executed a share redemption
amounting to ¥28.6 billion during the fiscal year under review,

At the corporate fevel, Kao uses EVA as a main management measure for making strategic
investment decisions and evaluating company performance. Strategic decisions during the fiscal
year under review included the acquisition of antiperspirant/deodorant brand ban. At the tactical
level, EVAis used in making daily operating decisions.

The implementation of an EVA-based management system has been successful in Japan
and at a U.S. subsidiary, Andrew Jergens. The next step is a rollout to several overseas
subsidiaries, which is under way.

Forward-Looking Statements

This report contains forward-looking statements that are based on management's estimates,
assumptions and projections at the time of publication. Some factors, which include, but are not
limited to, the risks and uncertainty associated with the worldwide economy, competitive activity
and currency fluctuation, could cause actual results to differ materially from expectations.
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Consolidated Balance Sheets
Kao Corporation and Consolidated Subsidiaries
March 31, 2007 and 2000
Thousands of
Millions of yen U.S. dotlars (Note 2)
Assets 2001 2000 2001
Current assets:
Cash and time dEPOSILS ....vvrvivciciir e e e ¥ 16,600 ¥ 21,004 $ 133,978
Short-term investments (NotesS 3 and 5)....ooovviiviieiiniie i 156,650 139,194 1,264,326
Notes and accounts receivable:
Trade (NOE B) ..vvviveivi ittt et as s s 100,731 57,745 813,002
Nonconsolidated subsidiaries and affiliates ... 2,794 31,250 22,551
inventories ‘
Finished gooGS........coimiiiiii e 46,959 44,024 379,007
Work in process and raw materialS..........cccoccovviieiiiec s 22,944 23,790 185,182
Deferrad INCOME taXeS (NOE 7)...ovvvrr et eoeeeeeers oo eres e ress oo 9,796 6,980 79,064
Oher CUMENT ASSEES ....vvivvieie it e e et 11,660 9,009 94,108
Allowance for doubtful receivableS ..o (1,923) (1.676) (15,521)
TOtal CUITENT ASSEIS. . viiviriiiiiiirrie et bt e s 366,211 331,320 2,955,698
Property, plant and equipment, at cost {(Note &):
LANA e e 76,509 61,096 617,506
Buildings and SWUCLUIES .......oiviiiioniriie e 272,193 252,167 2,196,877
Machinery, equipment and OIher.........coc.ciiviiinnco 641,530 633,514 5,177,805
Construction in progress 12,493 7,243 100,831
1,002,725 954,020 8,093,019
Accumulated depreciation ...........cccoivie o (704,767) (671.067) (5,688,192)
297,958 282,953 2,404,827
Intangible assets: , ‘
GOOAWH 1ot e et et r e b 25,230 25.096 203,632
TrBARIMATKS ...ttt et e s ets e tee e 25,564 13.093 206,328
Excess of investment cost over net equity of
consclidated subsidiaries acquired, R, — 1,054 -
Other intangible @SSEtS ..o 6,576 7.367 53,075
57,370 46,610 463,035
Investments and other assets:
Investment SECLINtiES (NOTE 5B) ...ovcvvi i eis s 30,143 9,225 243,285
Investments in and advances to nonconsolidated
subsidiaries and affliates ... 7,069 15,341 57,054
Deferred income 1axes (NOIE 7). 13,396 10,820 108,119
OThBI @SSEIS oot vttt e e e 11,613 8,917 93,729
62,221 44,404 502,187
Foreign currency translation adjustments...................ie, — 44,729 —
¥ 783,760 ¥750,016 $6,325,747

See notes to consolidated financial statements.
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Thousands of

Millions of yen U.S. dollars (Note 2)
Liabilities and Shareholders’ Equity ' 2001 2000 2001
Current liabilities: .
SHhort-1erm debl INOE B).....iiei e ¥ 13,792 ¥ 8914 $ 111,316
Current portion of long-term debt (NOte 6) ..., 12,480 10,196 100,726
Notes and accounts payable:
TEAAR. ... it e 68,266 71,886 550,977
Nonconsolidated subsidiaries and affiliates........c.cocoeviennvinicin 2,466 2,446 19,903
OREE it e e 27,895 16.983 225,141
Accrued income taxes ....... P PO UUN VPP PRO P PPPRTOS 28,106 26,146 226,844
ACCTUBA BXPEINSES L.vtet vttt iioren et eiaee ettt s eatee e 62,290 53,742 502,744
Other current liabilities (NGO B) ....ooviiievoriiieriee e 15,299 16,070 123,479
Total current liabiteS . ...vev i 230,594 206,383 1,861,130
Long-term liabilities: ]
Long-term debt (NOE B) ...ovvvve i s 43,142 58,960 348,200
Liability for employee retirement benefits (Note 9)..........c.cceeiioiiininnn, 14,596 2,327 117,805
Liability for director and corporate auditor retirement benefits (Note 9)......... 367 973 2,962
OINEI NOLE 6] 1ooiveee et et s b st 11,351 744 91,614
69,456 63,004 560,581
Minority interests ..o U PTP PRI 20,722 5,650 167,248
Contingent liabilities (Note 10)
Shareholders’ equity (Notes 6, 11 and 16):
Common stock:
Authorized — 980,000,000 shares in 2001 and
990,000,000 shares in 2000
lssued — 610,826,451 shares in 2007 and
620,433,369 shares in 2000,
with par value of ¥50 per share.............oocviiiivinenee 85,409 85,147 689,338
Additional paid-in Capital..........cccociiiiiii 108,873 108,612 878,717
Retained €amings.......cooovveniiinnnnn e e 298,687 281,282 2,410,710
Unrealized gain on available-for-sale securities.............ocivvv i, 6,050 — 48,830
Foreign currency translation adjustments ..., (35,626) o (287,538)
463,393 475,041 3,740,057
Treasury stock, at cost
(1,674,317 shares in 2001 and 20,947 shares in 2000).........c.ocoveeerrerean, (405) (62) (3,269)
462,988 474,979 3,736,788
¥783,760 ¥750,016 $6,325,747
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Consolidated Statements of Income
Kao Corporation and Consolidated Subsidiaries
‘ears ended March 31, 2001 and 2000
Thousands of
Mitions of yen U S, doflars {Note 2)
2001 2000 2001
Net sales (NOE 12) ... e ¥821,629 ¥846,922 $6,631,388
Costofsales............. e e 363,122 381.191 2,930,767
GIOSS PIOMIL... et 458,507 465,731 3,700,621
Selling, general and administrative expenses (Note 13)............cccceenn 351,408 366,549 2,836,222
Operating iNCOmME (NOE T2) i...vviveiireiiiie et 107,099 99,182 864,399
Other (income) expenses (Note 14): .
Interest and dIVIAENT INCOME ... ivviiviviene st (2,098) {1,801) (16,933)
INLErESt BXPENSE ..o s 2,195 2,852 17,716
Foreign currency exchange (gain) loss... (1,331) 3,006 (10,742)
Equity in earnings of nonconsolidated subSIdtanes and affiliates............... (1,102) (1,836) (8.894)
Supplemental expense for retirement BENEAt ... 5772 - 46,586
Restructuring charges related to consumer
products business in North America and EUrope .....coovoeviniicicienins — 2,647 -
OMhET, MEL...ociiiiii i e e 1,792 1,043 14,463
5,228 6,001 42,196
Income before income taxes and minority interests ..., 101,871 93,181 822,203
Income taxes (Note 7):
CUITNE L e e et e e 51,193 41,214 413,180
DEfEITEA. (.o e (10,029) (650) (80,945)
41,164 40,564 332,235
Income before minority iNterests ... 60,707 52,617 489,968
Minority interests in earnings of consolidated subsidiaries ......................... 1,280 470 10,331
NetinCOME.............c i ¥ 59,427 ¥ 52,147 $ 479,637
Per share of common stock (Note 1.0): ~ Yen U.S. doliars {Note 2)
NELIMCOME 1ottt ¥96.69 ¥83.45 $0.78
Fully dillited RELINCOME ... e 93.02 80.01 0.75
Cash dividends applicable t0 the YBar...........ec.ocviieeivvcriineceeenn, 24.00 20.00 0.18

See notes to consclidated financial statements.
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Consolidated St>atements of Share'holders' Equity

Kao Corporation and Consolidated Subsidiaries
Years ended March 31, 2001 and 2000

Thousands Millions of yen
Number of Unrealized Foreign
shares of Additional gain on currency Treasury
common Common paid-in Retained available-for-sale translation stock,
stock issued stock capital earnings securities  adjustments at cost
Balance at April 1, 1999 ... 621,439 ¥79,148 ¥102,622 ¥270056 ¥ — ¥ — ¥ (49
Retained earnings of affiliates previously
not accounted for by the equity method .............. {35)
NELINCOME ... ieeneeses e eresss e ‘ 52,147
Cash dividends, ¥18.00 per share (Note 11)........... (11,260)
Directors’ and corporate auditors’ bonuses............ (124)
Conversion of convertible bonds............ccov.... ST 8,994 5,899 5,890
Purchase and redemption of treasury stock {Note 11)...  {10,000) {29,502)
Treasury stock acquired, net (1,390 shares) (13)
Batance at March 31,2000 .................ccocceeevininnn, 620,433 85,147 108,612  281.282 — — 62)
Retained earnings of consolidated subsidiaries
previously not consolidated at beginning of year... 367
NEUINCOME .eoveviiiiiiiii s © 59,427
Unrealized gain on available-for-sale securities,
less applicable taX ... 6,050
Changes in foreign currency translation ........ (35,626)
Cash dividends, ¥22.00 per share (Note 11)........... (13,580)
Directors’ and corporate auditors’ bonuses............ (167)
Conversion of convertible bonds...........ccoeeevicnnien. 393 262 261
Purchase and redemption of treasury stock (Note 11).. (10,000} (28,642)
Treasury stock acquired, net {1,653,370 shares)........ (343)
Balance atMarch 31,2001 ..o 610,826 ¥85,409 ¥108,873 ¥208,687 ¥6,050 ¥(35626) ¥(405)
Thousands Thousands of U.S. dollars (Note 2)
Number of Unrealized Foreign
shares of Additicnal gain on currency Treasury
common Common paid-in Retained  available-for-sale translation stock,
stock issued stock capital earnings securities  adjustments at cost
Balance at March 31,2000 ................ccennniniie 620,433 3$687,224 $876,610 $2,270,234 § — $ — % (500
Retained earnings of consolidated subsidiaries
previously not consolidated at beginning of year... 2,962
NEtINCOME 11 v . 479,637
Unrealized gain on available-for-sale securities,
less applicable taX. ..o 48,830
Changes in foreign currency translation ................ (287,538)
Cash dividends, US$0.178 per share (Note 11)...... (109,605)
Directors’ and corporate auditors’ bonuses............ (1,348)
Conversion of convertible bonds...........c....ooene 393 2,114 2,107
Purchase and redemption of treasury stock (Note 11).. (1 o,boo) {231,170)
Treasury stock acquired, net (1,653,370 shares)..... (2,769)
Balance at March 31,2001 ..o 610,826 $689,338 $878,717 $2,410,710 $48,830 $(287,538) $(3,269)

See notes to consolidated financial statements,
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Consolidated Statements of Cash Flows

Kao Corporation and Consalidated Subsidiaries
Years ended March 31, 2001 and 2000

Millions of yen

Thousands of
U.S. dollars (Note 2)

2001 2000 2001
Operating activities:
Income before income taxes and minority INterests...................... URTU ¥101,87 ¥ 93,181 $ 822,203
Adjustments for:
INCOME tAXES PAIA .....oiviiiii et (47,877) (27.832) (386,416)
Depreciation and amortization .........c..coocervriciioinienie s 58,856 67,270 475,028
Loss on sales or disposals of property, plant and equipment................. 2,682 1.513 21,647
Equity in earnings of nonconsolidated subsidiaries and affiliates ............ (1,102) (1,836) (8,894)
Unrealized foreign currency exchange oSS ... 849 3,048 6,852
Change in trade reCeiVabIBS ..o (6,368) (169) (51,396)
Change N INVENLOTIES ..ot (940) 10,385 (7,587)
Change in trade payables ... s (4,274) 2,705 (34,495)
Change in liability for retirement Benefits ..., 11,775 (312) 95,036
ONET, NEL. o e 7,479 9,666 60,363
Net cash provided by operating activities ..o, 122,951 157,619 992,341
Investing activities: ‘
Purchase of marketable SECUMLES. ......vcc v s en e (37,457) (11,087) (302,316)
Proceeds from the redemption of DONAS.....c.ccoevviiiieiec e, 23,478 — 189,492
Purchase of property, plant and equIPMENt ........cccooiivveiie e (41,283) (38.086) (333,196)
Proceeds from sales of property, plant and equipment ... 5,790 2,250 46,731
Increase in intangible 8SSEIS ... (18,529) {1.825) {149,548)
Increase in investment in and advances to nonconsclidated
subsidiaries and affiliated COMPaNIes..........cc.cccviviiii e (673) (787) (5,432)
Change in other INVESIMENTS.......iviiviiiir et 1,301 8,094 10,500
Net cash used in iNvesting aCtiviies .........ooooviveiiviein e (67,373) (41,441) (543,769)
Financing activities:
Change in short-term debl.............ccoiiiii e e 4,169 (3,.632) 33,648
Repayments of Iong-term 10aNS .........covvieriiiniicniiei e (1,298) (4,732) (10,476)
Repayments of medium-term NOES ..o (13,448) (12,258) (108,539)
Sales of reasury StOCK. ... 863 — 6,965
Purchase of re@sury SLOCK ......occviiiiinireniie s e an s (28,621) (29,514) (231,001)
Payments of cash dividends .....c...coeviii e (13,790) (11,405) (111,299)
Net cash used in financing activities ... (52,125) (61,541) (420,702)
Translation adjustments on cash and cash equivalents ................... 1,960 {4,085) 15,819
Net increase in cash and cash equivalents 5,413 50,572 43,689
Cash and cash equivalents of newly consolidated subsidiaries, ‘
beginningofyear........................0 35 — 282
Cash and cash equivalents; beginning of year (Note 3} ........................ 147,986 97,414 1,194,399
Cash and cash equivalents, end of year (Note 3)........... et ¥153,434 ¥147,086 $1,238,370
Noncash financing activities:
Convertible bonds converted into common stock
and additional paid-in Capital ... ¥ 523 ¥ 11,989 $ 4,221

See notes to consolidated financial statements.
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Notes to Consolidated Financial Statements

Kao Corporation and Consolidated Subsidiaries
Years ended March 31, 2001 and 2000

1. Summary of Significant Accounting Policies

a) Basis of presenting consolidated financial statements

The accompanying consolidated financial statements have been prepared in accordance with the provisions set forth in the Japanese
Securities and Exchange Law and its related accounting regulations, and in conformity with accounting principles and practices generally
accepted in Japan, which are different in certain respects as to application and disclosure requirements of International Accounting
Standards. The consolidated financial statements are not intended to present the financial position, results of operations and cash flows in
accordance with accounting principles and practices generally accepted in countries and jurisdictions other than Japan.

In preparing the consolidated financial statements, certain reclassifications and rearrangements have been made to the consolidated financial
statements issued in Japan in order to present them in a form that is more familiar to readers outside Japan. In accordance with accounting
procedures generally accepted in Japan, certain comparative disclosures are not required to be and have not been presented herein. Certain
2000 financial statement items were reclassified to conform to the presentation for 2001.

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make esti-
mates and assumptions that affect the reported amounts of assets, liabilities and disclosure of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual results could differ from
estimates.

b) Consolidation and investments in nonconsolidated subsidiaries and affiliates

The accompanying consolidated financial statements include the accounts of Kao Corporation (the "Company”) and its significant sub-
sidiaries (coliectively, the "Companies’”). Investments in most of the nonconsclidated subsidiaries and affiliates over which the Companies
have the ability to exercise significant influence {mainly 20-50 percent owned companies) are accounted for using the equity methed.

Under the control or influence concept, a company in which the parent company and/or its consolidated subsidiaries, directly or indirectly,
are able to exercise control over operations is fully consolidated, and other companies over which the Company and/or its consolidated
subsidiaries have the ability to exercise significant influence is accounted for by the equity method.

Investments in the remaining subsidiaries and affiliates are stated at cost except that write-downs are recorded for the value of invest-
ments that have been permanently impaired. If the equity method of accounting had been appiied to these investments, the effect on the
accompanying consolidated financial statements wouid not be material.

Al significant intercompany balances and transactions have been efiminated in consolidation. Al materiat unrealized profit included in
assets resuiting from transactions within the Companies is eliminated. The'excess of cost of investments in the subsidiaries and affiliates
over the fair value of the net assets of the acquired subsidiary at the dates of acquisition is being amortized over an estimated period not
exceeding 20 years, or 5 years in situations in which the useful lives cannot be estimated.

c) Cash equivalents
For purposes of the statements of cash flows, cash equivalents are short-term investments that are readily convertible into cash and that are
exposed to insignificant risk of changes in value.

Cash equivalents include time deposits and investment trusts in bonds that are represented as short-term investments, all of which
mature or become due within three months of the date of acquisition.

d) Inventories

Inventories are stated at the lower of cost or market. Cost is determined principally by the average method. The cost of inventories held by
certain foreign consolidated subsidiaries is determined by the first-in, first-out method.

e) Short-term investments and investment securities

Prior to April 1, 2000, short-term investments and investment securities were stated at cost, determined by the average method.

Effective Aprit 1, 2000, the Companies adopted a new accounting standard for financial instruments, including short-term investments
and investment securities.

The standard requires all appficable securities to be classified and accounted for, depending on management's intent, as follows;

i} rading securities, which are held for the purpose of earning capital gains in near term, are reported at fair value, and the related unrealized
gains and losses are included in earnings, ii) held-to-maturity debt securities, which are expected to be held to maturity with the positive
intent and ability to hold to maturity are reported at amortized cost and iii) available-for-sale securities, which are not classified as either of
the aforementioned securities, are reported at fair value, with unrealized gains and losses, net of applicable taxes, reported in a separate
component of shareholders’ equity. Short-term investments classified as current assets decreased by ¥1,082 million (US$8,733 thousand)
and investment securities increased by the same amount as of Aprit 1, 2000.

f) Property, plant and equipment

Property, plant and equipment are stated at cost. Depreciation of property, plant and equipment is computed under the declining-balance
method for the assets located in Japan and principally under the straight-line method for the assets located outside Japan, using rates based
upon the estimated useful lives, ranging from 21 to 35 years for buildings and structures and 7 or 9 years for machinery and equipment.

g) Intangible assets

Goodwill and trademarks are amortized on a straight-line basis principally over 20 years and 10 years, respectively, except that appropriate
write-downs are recorded for the value of goodwill which has been permanently impaired.

h) Retirement and pension plans

The Company and domestic consolidated subsidiaries have a defined benefit pension plan covering substantially ail of their employees. The
pension plan also covers employees of certain nonconsolidated subsidiaries and affiliates in Japan. Directors and corporate auditors are
partially covered by the pension plan. '
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Certain foreign subsidiaries have local pension plans covering their employees. The poiicies for the funded pension plans are to fund and
charge to income the pension costs determined on an actuarial method.

Certain foreign subsidiaries also have local employees’ retirement benefit plans and provide for the amount to state the fiability for these
employees’ retirement benefits, primarily determined on an actuarial method.

Under the emplayees' retirement plans for the Company and domestic consclidated subsidiaries, prior to Aprit 1, 2000, the annual provi-
sion for retirement benefits is calculated to state the fiability at the amount that would be required if all employees voluntarlly terminated their
employment at each balance sheet date.

Effective April 1, 2000, the Companies adopted a new accounting standard for employees’ retirement benefits and accounted for the lia-
bility for retirement benefits based on the projected benefit obligations and plan assets at the balance sheet date.

The unrecognized transitionat obligation of ¥60,316 million (US$486,812 thousand), determined as of the beginning of the year, is being
amortized over 15 years, and the amortization is presented as cost of sales and seliing, general and administrative expenses in the consoli-
dated statements of income. As a result, net periodic benefit costs as compared with the pricr method, increased by ¥10,520 million
{US$84,907 thousand) and income before income taxes and minority interests decreased by ¥10,209 million (US$82,397 thousand).

Retirement benefits to directors and corporate auditors are provided at the amount which would be required if all directors and corporate
auditors retired at the balance sheet date.

i) Income taxes

The Companies provide for income taxes applicable to all items included in the consolidated statements of income regardless of when such
taxes are payable. Income taxes based on temporary differences between tax and financial reporting purposes are reflected as deferred
income taxes in the consolidated financial statements using the asset and liability method. '

j) Leases

All leases are accounted for as operating leases. Under Japanese accounting standards for leases, finance leases that deem to transfer
ownership of the leased property to the lessee are to be capitalized, while other finance leases are permitted to be accounted for as operat-
ing fease transactions if certain “as if capitalized” information is disclosed {see Note 8).

k) Appropriation of retained earnings

Appropriation of retained earnings at each year end is reflected in the financial statements for the following year upon shareholders’
approval. '

[} Foreign currency transactions

Prior to April 1, 2000, short-term receivables and payables denominated in foreign currencies were translated into Japanese yen at the cur-
rent exchange rates at each balance sheet date, while long-term receivables and payables denominated in foreign currencies were rranslat-
ed at historical rates.

Effective April 1, 2000, the Companies adopted a revised accounting standard for foreign currency transactions. In accordance with the
revised standard, all short-term and long-term monetary recelvables and payables dencminated in foreign currencies are translated into
Japanese yen at the exchange rates at the balance sheet date. The foreign exchange gains and losses from translation are recognized in
the consolidated statements of income to the extent that they are not hedged by foreign exchange derivatives. The adoption of revised
accounting standards for foreign currency transactions did not have a material effect on the accompanying consolidated financial state-
ments.

m}) Foreign currency financial statements
The balance sheet accounts of the consolidated foreign subsidiaries are translated into Japanese yen at the current exchange rate as of the
balance sheet date except for shareholders' equity, which is translated at the historical rate.

Prior to April 1, 2000, differences arising from such translations were shown as "Foreign currency translation adjustments” as either asset
or liability in the consalidated balance sheet.

Effective April 1, 2000, such differences are shown as "Foreign currency translation adjustments” in a separate component of sharehold-
ers' equity in accordance with the revised accounting standard for foreign currency transactions.

Revenue and expense accounts of consolidated foreign subsidiaries are translated into Japanese yen at the annual average exchange rate.
n) Derivatives and hedging activities
The Companies use derivative financial instruments to manage their exposures to fluctuations in foreign exchange and interest rates, Foreign
exchange forward contracts, foreign currency swaps, interest rate swaps and interest rate caps are utilized by the Companies to reduce for-
eign currency exchange and interest rate risks. The Companies do not enter into derivatives for trading purposes or specutative purposes.

Effective April 1, 2000, the Companies adopted a new accounting standard for financial instruments and a revised accounting standard
for forelgn currency transactions. These standards require that: a) all derivatives be recognized as either assets or liabilities and measured at
fair value, and gains or losses on derivative transactions are recognized in the consolidated statements of income and b) for derivatives used
for hedging purposes, if derivatives qualify for hedge accounting because of high correlation and effectiveness between the hedging instru-
ments and the hedged items, gains or losses on derivatives are deferred until the maturity of the hedged transactions.

Short-term and long-term loans receivable denominated in foreign currencies for which foreign exchange forward contracts or foreign cur-
rency swaps are used to hedge the foreign currency fluctuations are translated at the contracted rate if the forward contracts or the swap
contracts qualify for specific hedge accounting.

The interest rate swaps which-qualify for hedge accounting and meet specific matching criteria are not remeasured at market value but
the differential paid or received under the swap agreements are recognized and included in interest expense or income as incurred.

The adoption of the new accounting standards for financial instruments did not have a material effect on the accompanying consolidated
financial statements.
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o) Per share of common stock
Net income per share is computed on the basis of the weighted average number of shares of common stock outstanding during the respec-
tive years. Fully diluted net income per share of common stock assumes full conversion of the outstanding convertible bonds at the begin-
ning of the year or at the date of issuance with an appiicable adjustment for related interest expense.

Cash dividends per share presented in the accompanying consolidated statements of income are dividends applicable to the respective
years including dividends to be paid after the end of the year.

2. Translation into United States Dollars

The Companies' accounts are maintained in or translated into Japanese yen. The United States dollar ($) amounts included herein represent
translations using the approximate exchange rate at March 31, 2001 of ¥123.90=US$1, solely for convenience. The translations should not
be construed as representations that Japanese yen have been, could have been or could in the future be converted into United States dol-
lars at that or any other rate.

3. Cash and Cash Equivalents
Cash and cash equivalents at March 31, 2001 and 2000 consisted of the following:

Thousands of

Milions of yen U.S. dollars
2001 2000 2001
Cash and tME AEPOSIES .. ..eovv it et e e e ¥ 16,600 ¥ 21,004 $ 133,979
SHOM-LEIT INMVESEMIENIS ..ottt ittt ir e e b e s e et e etas s s et s as s e eabre et cees 156,650 138,194 1,264,326
Less: cash deposits and short-term investments which mature or
become due over three months after the date of aCqQUISION. ..o {19,816) {12,212) {159,935)
Cash and €ash QUIVAIENLS ... i e, ¥153,434 ¥147,986 $1,238,370

4. Supplemental Cashfiow Information
The Company acquired additional stock of Kao Hanbai Company, Ltd., which is newly consolidated in 2001.
The breakdown of assets and liabilities of Kao Hanbai Company, Ltd. as of April 1, 2000 was as follows:

Thousands of

Mitiions of yen U.S. dollars
CUITENE BSSELS .ottt ceiteestt itk b et eteste e b <er e et st eases b5 or e a5 b eas s b a8 atees e 4eas e et e R s bt st s ebeaae s e sababb st sate ey 1ot etnnnas ¥ 43,682 $ 352,558
Non-current assets,, 30,910 249,475
Current fiabilities ...... 41,707) (336,618)
Long-term liabilities {6,479) (52,292)
Negative goodwill ... (1,526) (12,316)
Minority interest....... (15,809) (127,595)
Acquisition of stock....... 9,071 73,212
Stock previously acquired ....... (8.826) {71,235)
Stock acquired during the Year........c..ooocvceniccnncs 245 1,977
Cash and cash equivalent of Kao Hanbai Company, Ltd. ... (248) (2.001)
Net cash increase by acquisition of STOCK .........covevicmniivecrnerieenn. ST SRS PRS PRI ¥ 3) $ (24)

5. Short-Term investments and Investment Securities
Short-term investments and investment securities as of March 31, 2001 and 2000 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2001 2000 2001

Short-term investments:
Marketable eqUIty SECUIHES....ooiviirein it e ¥ 68 ¥ 367 $ 549
Government and corporate bonds. " 19,275 11,192 155,569
Investment trust fuNds and OthET ... e 137,307 127,635 1,108,208
¥156,650 ¥139,194 $1,264,326

Investment securities:

Marketable equity SECUMHES. ...t e ... ¥20,302 ¥9,226 $163,858
Government and corporate bonds. " 759 — 6,126
Investment trust funds and other ...... 9,082 — 73,301
¥30,143 ¥9,226 $243,285
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The carrying amount and aggregate fair value of the securities classified as available-for-sale and held-to-maturity at March 31, 2001 were
as follows:

Millions of yen
2001
Unrealized Unrealized Fair
Cost gains tosses value
Securities classified as:
Available-for-sale:
EqQuity SECUMHIBS ... ¥ 9,691 ¥11,267 ¥613 ¥20,345
DD SECUMLIBS ..ttt e 9,253 104 - 9,357
Held-to-maturity:
DD SECURLIES . vvvv i icvie e e e e ¥18,984 ¥ 10 ¥ 1 ¥18,993

Thousands of U.S. dollars

2001
Unrealized Unrealized Fair
Cost -~ gains losses value
Securities classified as:
Available-for-sale:
EQUItY SECUMLIES ..ottt $ 78,216 $90,936 $4,947 $164,205
DEDE SECUMLIES ...\ eece et e 74,681 839 — 75,520
Held-to-maturity:
Dbt SECUMIES ... .. vvvrei e e $153,220 $ 81 $ 8 $153,293

Available-for-sale securities whose fair values are not readily determinable as of March 31, 2001 were as follows:

Carrying amount

Thousands of
Millions of yen U.S. dollars
2001 2001
Available-for-sale:
EQUILY SECUMHIES ... oeieei et ettt e e v ettt ¥ 483 $ 3,898
DEDE SECUMHIES . ....1 vttt iee e et s cseb a1 bt eas e e e bRt e 130,624 1,054,270
¥131,107 $1,058,168

The carrying values of debt securities by contractual maturities for securities classified as available-for-sale and held-to-maturity at
March 31, 2001 were as follows:

: Thousands of
Millions of yen U'S. dollars

2001 2001
Available- . Held-to- Available- Held-to-
for-sale maturity for-sale maturity
Due WIthin ON@ YBEAT ..ot e ¥ 290 ¥18,984 $2,341 $1563,220
Due after one year through five years 759 - 6,126 -
¥1,049 ¥18,984 $8,467 $153,220

Carrying amounts and aggregate market values of current and non-current marketable securities included in short-term investments and
investment securities at March 31, 2000 were as follows:

Millions of yen

2000
Aggregate Unrealized
Carrying amount market value gain (10ss)
CUITBME ...t ¥ 1,778 ¥ 1,849 ¥ A
NON-CUITEIL .ttt abe s 8,741 25,439 16,698
¥10,519 ¥27,288 ¥16,769

The difference between the above carrying value and the amounts shown in the accompanying consolidated balance sheets principally
consisted of money management funds and non-marketable securities whose fair values are not readily determinable.
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6. Shert-Term and Long-Term Debt
Short-term debt at March 31, 2001 and 2000 comprised the following:

Thousands of

Millions of yen U.S. dollars
2001 2000 2001
Mortgage loans principally from banks...........ciiiiiiiciicnnn Tt s ¥ 148 ¥ — $ 1,195
BANK DOMTOWINGS . v.vv vt seri s e ST 13,644 8,914 110,121
¥13,792 ¥8,914 $111,316

The weighted average interest rates applicable to the bank borrowings were 5.96% and 5.80% at March 31, 2001 and 2000, respectively.
Besides the above short-term debt, deposits payabie to affiiated companies were included in other current liabilities, which were ¥3,366
milion {US$27,167 thousand) and ¥8,145 million at March 31, 2007 and 2000, respectively, and the applicable interest rates were 0.79% and

0.41% at March 31, 2001 and 2000, respectively.

Long-term debt at March 31, 2001 and 2000 consisted of the following:

‘ Thousands of
Millions of yen U.S. dollars

2001 2000 2001
Unsecured convertible bonds due 2008, 0.95% ..., ¥34,833 ¥35,357 $281,138

Euro medium-term notes issued by the Company and certain consolidated

subsidiaries, due 2001-2003, 2.09% in 2001 and 2.11% in 2000 ....icevvveinvcniniiinns 8,770 20,948 70,783
Mortgage loans principally from Banks......ccoo i e 440 526 3,551
Unsecured loans principally from Banks.......cccoiieiiiiienr e 11,579 12,324 93,454
55,622 69,158 448,926
LSS CUMBNE POMHON ..oiiiiiiiiees ettt e et sttt e b ar s 12,480 10,196 100,726
¥43,142 ¥58,960 $348,200

The weighted average interest rates applicable to the Euro medium-term notes shown above were interest rates at March 31, 2001 and
2000, respectively. : : )

Besides the above long-term debt, deposits payable to customers were included in other fong-term liabilities, which were ¥3,232 million
(US$26,086 thousand) and the applicable interest rate was 0.49% at March 31, 2007.

The aggregate annual maturities of long-term debt as of March 31, 2001 were as follows:

Thousands of

Years ending March 31 Millions of yen U.S. dollars
2002 o e ettt as ateets SR e b e r e ee e b et es e s ke ssab e heaneeaeen e an ¥12,480 $100,726
2003 ... 4,858 39,209
2004 .. 3,056 24,665
2005 ... 51 412
2006 ..o, 34,833 281,138
2007 8N ENETRAMET ... ..ottt e et ettt ettt h sttt s reee 344 2,776

The mortgage loans are collateralized by land and buildings having a book value of ¥762 million (US$6,150 thousand) and by account receiv-
ables of ¥148 milion (US$1,195 thousand) at March 31, 2001.

The conversion price of the convertible bonds is ¥1,333.00 as of March 31, 2001, subject to adjustment to reflect stock splits and certain
other events.

Convertible bonds outstanding at March 31, 2001 were convertible into 26,131,283 shares of common stock of the Company on the
basis of the above conversion price.

7. iIncome Taxes
The Company and its domestic subsidiaries are subject to Japanese national and focal taxes based on income, which in the aggregate
resulted in a normal statutory tax rate of approximately 42% for both 2001 and 2000. Foreign subsidiaries are subject to income taxes of the
countries in which they operate.

Tax effects of significant temporary differences and tax loss carryforwards that resulted in deferred tax assets or fiabilities at March 31,
2007 and 2000 were as follows:

Annual Report 2001

47



48

Thousands of

Millions of yen U.S. dollars
2001 2000 2001
Deferred tax assets:
Depreciation............... e e bbb ¥ 18,219 ¥16,119 $ 147,046
Pension and severance costs . 5,750 — 46,408
Accrued expenses............... 6,075 4,574 49,032
Enterprise taxes............ 2,879 2,429 20,815
Tax loss carryforwards.. 1,225 7,959 58,313
Other ..., 6,729 5,207 54,310
Less valuation allowance . (1,337) (9.009) (59,217)
Deferred 1aX @SSELS .voocoviive i oottt .. ¥39,240 ¥27,279 $ 316,707

Deferred tax liabilities:
Unrealized gain on available-for-sale securities ... ¥ (4,516) ¥ — $ (36,449)

Undistributed foreign earnings ....... 4,716) {3.031} (38,063)
Deferred gains on sales of property .. (4,956) (4,869) (40,000)
Other......ccoc... B (3,907) (1.886) (31,533)
Deferred tax HabilIIES ...t ¥(18,095) ¥ (9,796) $(146,045)
Net defermed 18X @SSOLS ... o et cre et e e s ¥ 21,145 ¥17,483 $ 170,662

8. Leases
a) Finance leases:
The Companies lease certain machinery, computer equipment and other assets.

Total rental expenses for the abave leases for the years ended March 31, 2001 and 2000 were ¥1,290 milion {(US$10,412 thousand) and
¥540 million, respectively.

The pro forma information on lease property of which ownership is deemed not to be transferred to the lessee on an "as if capitalized” basis
for the years ended March 31, 2001 and 2000 was as follows:

Thousands of

Millions of yen U.S. dollars

Machinery, Buildings, Machinery,

equipment structures equipment

and other assets  and other assets and other assels
2001 2000 2001

ACGUISIEION COSL .ovieettiieeteisis e eaiese e e et caere et eiaare s ecseneen st aaeerscseaner e ccren e can ¥8,057 ¥3,494 $65,028
Accumulated depreciation 3,656 1,900 29,508
Net leased property .......... ¥4,401 ¥1,594 $35,520

The pro forma depreciation expense computed by the straight-fine method is ¥1,290 million (US$10,412 thousand) and ¥540 mitlion for
the years ended March 31, 2001 and 2000, respectively.
Obligations under finance leases as of March 31, 2001 were as follows:

Thousands of
Millions of yen U.S. dollars
2001 2001
DUE WIENINM M@ YBAT ... eei ittt ettt eh e e are a4 s R eb et Lo b a1 bt aa et e ¥1,241 $10,016
Due after One Year........cccvvivcecviiiin e TP O ST PP PO PR PR TPPPOPR PO s 3,160 25,504
¥4,401 $35,520

The pro forma information above does not exclude the imputed interest portion because the remaining financial lease obligations are not
material compared with the book values of property, plant and equipment.

b) Operating leases:
The minimum rentai commitments under noncancellable operating leases as of March 31, 2001 were as follows:

Thousands of

Millions of yen U.S. dollars

2001 2001
Due within one year ¥1,805 $14,568
DB BFIBI OB YA ... ittt ettt as bbb et e ee s e e s ettt et e 4,541 36,651
¥6,346 $51,219
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9. Retirement Benefits
The Company and domestic consolidated subsidiaries have a defined benefit pension plan covering substantially all of their employees.

Certain foreign consolidated subsidiaries have local pension plans covering their employees.

Certain foreign consolidated subsidiaries also have local employees' retirement benefit plans and provide for the amount to state the liabil-
ity for these employees’ retirement benefits, primarily determined on an actuarial method.

Employees who retire from the Company and its certain consolidated subsidiaries are, under most circumstances, entitied to retirement
and pension benefits determined by reference to basic rates of pay at the time of termination, length of service and conditions under which
the termination occurs, If the termination is involuntary, caused by retirement at the mandatory retirement age or caused by death, the
employee is entitled to greater payment than in the case of voluntary termination.

Effective April 1, 2000, the companies adopted the new accounting standard for employees' retirement benefits.

The liability for employees’ retirement benefits at March 31, 2001 consisted of the following:

Thousands of

Millions of yen U.S. dollars
2001 2001
Projected benefit ObIGAtION ........ ..ot s - ¥ 225,818 $ 1,822,583
Fair Value OF PIAN BSSOUS ... cvccviiiiiiers oottt e e et bt s (147,929) (1,193,939)
Unrecagnized prior service COSt{CIEAt) ...o..vvvoveiiiii e i 30,651 247,385
UNreCogNIZEd ACLUATIANIISS ... cviiurii e s et ser ekt bbb et eb bbb bbbt (39,303) (317,215)
Unrecognized transitional ODAGATION ......ccovviiii i et et s e (56,295) {454,358)
Prepalt PENSION COSL... ..ottt ettt r et ebene s et e 1,654 13,349
Net fiability for retirement DENEMLS ...t et anens ¥ 14,596 $ 117,808

The components of net periodic benefit costs for the year ended March 31, 2001 were as follows:

Thousands of

Millicns of yen U.S. dollars
2001 2001
SBIVICE COSL ... 1ottt ettt nb e e e eSSBS etk ¥ 8,725 $ 70,419
INEreSt COSL v S OO OO TP F T PEVOPUOSPTOORPRTIO 6,877 55,504
EXPECIE FRLUM ON PIAN @SSEIS ..ottt ittt b e ettt st bttt bbb en et e (6,749) (54,471)
Amortization of prior SErVICE COSE (CTBAI .......covverirriiiain ittt e (927) (7,482)
ReCognized @CHUANIE! I0SS ... ..ttt bbb et b e e ket 4,443 35,860
Amortization of transitional OBlIGALION. ... e ) 4,021 32,454
Net PEriodC DENEAIL COSIS.........ccrrririreir e s e e ¥16,390 $132,284
Assumptions used for the year ended March 31, 2001 are set forth as follows:
DHSCOUNE TALE ... 1 cviva it sttt es e eseb st as 80 e L4 BB e Rt Re ek ch b b a bt en e en e Primarily 2.5%
EXpected rate Of FEtUM ON PIAN ESSELS .. ivvi v iicoririise i essesseci st gssess st rare s asaes et es et et e s aheenbs st esabse st n s ses s craenes ars Primarily 4.0%

Amartization period of prior service cost
Recognition period of actuarial gain/loss
Amortization pericd of transitional obligation

Primarily 15 years
Primarily 10 years
15 years

Besides the above net periodic benefit costs, the costs for other retirement and pension plans such as a defined contribution plan and for
supplemental retirement benefit for the year ended March 31, 2001 were ¥720 milion (US$5,811 thousand) and ¥7,284 million (US$58,789
thousand), respectively. The amount charged to income for retirement benefit for directors and corporate auditors for the year ended March
31, 20071 was ¥109 milion (US$880 thousand).

Total charges to income for the pension and retirement plans for the years ended March 31, 2001 and 2000 were ¥24,502 million
{US$197,756 thousand) and ¥6,881 milion, respectively. )

10. Contingent Liabilities
The Companies’ guarantees of borrowings, principally of affiliates and employees, were ¥4,478 milion (US$386,126 thousand) as of
March 31, 2001.
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11. Shareholders’ Equity

Under the Commercial Code of Japan {the "Code"), at least 50% of the issue price of new shares, with a minimum of the par value thereof, is
required 1o be designated as stated capital. The portion which is to be designated as stated capital is determined by resotution of the Board of
Directors, Proceeds in excess of the amounts designated as stated capital are credited to additional paid-in capital.

The Code provides that a portion of retained earnings equivalent to at least 10% of cash payments which are made as an appropriation of
retained earnings shall be appropriated as a legal reserve until such reserve equals 25% of stated capital. The Code also provides that neither
additional paid-in capital nor the legal reserve is available for cash dividends, but both may be used to reduce a deficit by resolution of share-
holders or may be transferred to stated capital by resolution of the Board of Directors.

Dividends are paid semi-annually. Year-end dividends are approved by the shareholders at a meeting held subsequent to the fiscal year
10 which the dividends are applicable. In addition, semi-annual interim dividends may be paid upen resolution of the Board of Directors, sub-
ject to limitations imposed by the Code. Year-end dividends are reflected in the consolidated statements of sharehoiders’ equity when
authorized. )

Under the Code, the amount available for dividends is based on retained earrings as recorded on the Company’s books. At
March 31, 2001, retained earnings recorded on the Company's books were ¥267,211 million (US$2,156,667 thousand).

On June 29, 1999, shareholders approved a stock repurchase program under which the Company may repurchase and retire up to 62
million shares of common stock subject to authorization by the Board of Directors. The Company repurchased 10 million shares of common
stock during the fiscal year ended March 31, 2000. And as the Company aiso repurchased 10 million shares of common stock during the
fiscal year ended March 31, 2001, at an aggregate cost of ¥28,642 million (US$231,170 thousand} according to the resolution of the Board
of Directors on August 24, 2000, the total shares of repurchased common stock amounted to 20 milion at March 31, 2001,

12. Segment Information
The Companies operate in three reportable segments: Consumer Products, Cosmetics Sofina and Chemical Products. Operations within
the Consumer Products segment include the manufacture and sale of personal care products such as shampoos and conditioners, laundry
and cleaning products, and hygiene products. The Cosmetics Sofina segment manufactures and selis cosmetics under the brand name,
Sofina. The Chemical Products segment manufactures and sells fatty chemicals and speciaity chemicals such as surface active agents.
Effective April 1, 2000, the Companies changed their policy of segmentation by business to include certain production operations {former-
ly in the Consumer Products segment or Cosmetics Sofina segment) in the Chemicat Products segment, in order to disclose segment infor-
mation more appropriately in accordance with the new segment structure focusing on capital costs and returns. The information for 2000
has been restated from the prior year’s presentation in order to conform to the 2001 presentation.
Segment information by business of the Companies for the years ended March 31, 2001 and 2000 was as follows:

Millions of yen
2001

Consumer Cosmetics Chemical Corporate/

Products Sofina Products Eliminations Consolidated
Sales to customers ... .. ¥607,826 ¥72,579 ¥141,224 ¥ —_ ¥821,629
Intersegment SaleS ..o -— —_ 26,669 (26,669) -
TOtal SAlES..c.oi it 607,826 72,579 167,893 (26,669) 821,629
Operating expenses... 521,720 69,748 150,180 (27,118) 714,530
Operating income .. .. ¥ 86,106 ¥ 2,831 ¥ 17,713 ¥ 449 ¥107,099
ASSEIS. .ccvirrii s e s ¥438,524 ¥27,047 ¥147,189 ¥171,000 ¥783,760
Depreciation and amortization ...........c..cccevviieans 45,612 3,050 10,624 (430) 58,856
Capital expenditures ... 49,128 2,799 8,814 —_ 60,741

Millions of yen
2000

Consumer Cosmetics Chemical Corporate/

Products Sofina Products Eliminations Consolidated
Sales to CUSIOMETS ..o ¥632,423 ¥70,8%0 ¥143,609 ¥ — ¥846,922
Intersegment sales..... . — — 28,792 (28.792) -
Total sales.............. 632,423 70,880 172,401 (28,792) 846,922
Operating expenses ... " 550,318 68,700 157,666 (28,944) 747,740
Operating iINCOME ....c.ooeoiiviiriieee e ¥ 82,105 ¥ 2,190 ¥ 14,735 ¥ 152 ¥ 99,182
ASSBIS. .o ¥386,996 ¥27,689 ¥137,774 ¥197,557 ¥750,018
Depreciation and amortization ..............cceecoen, 50,390 3,179 13,701 — 67,270
Capital expenditures ......c.........occcoviiiiviiere e, 28,196 1,810 7,558 — 37,564
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Thousands of U.S. dollars

2001

Consumer Cosmetics Chemical Corporate/

Products Sofina Products Eliminations Consolidated
Sales tO CUSIOMETS .o $4,905,779 $585,787 $1,139,822 $ —_ $6,631,388
Intersegment sales.. — — 215,246 (215,246) —
TOtal SAIES......iiiieei e 4,905,779 585,787 1,355,068 (215,246) 6,631,388
Operating eXPENSES .. .o, 4,210,815 562,938 1,212,106 (218,870) 5,766,989
Operating iNCOME ......coovrvvriviiiin v $ 694,964 $ 22,849 $ 142,962 $ 3,624 $ 864,399
ASSBIS o e e $3,539,339 $218,297 $1,187,966 $1,380,145 $6,325,747
Depreciation and amortization ... 368,135 24,617 85,747 3.471) 475,028
Capital eXpenditures ..o, 396,513 22,591 71,138 —_ 490,242

Geographic segment information of the Companies for the years ended March 31, 2001 and 2000 was as follows:

Millions of yen

2001
Asia/ America/ Corporate/
Japan QOceania® Europe™ Eliminations Consolidated
Sales 10 CUSIOMELS ...ocvovceirriieece e e ¥646,963 ¥71,436 ¥103,230 ¥ — ¥821,629
INtErsegmMENt SalES......cocceeviii v 8,507 12,701 2,057 (23,265) -—
TOta! SAES....oo v s 655,470 84,137 : 105,287 {23,265) 821,629
Operating eXPeNSES.....ccciiiiiinnriicas e 561,149 77,333 99,376 {23,328) 714,530
Operating iNCOME ..o ¥ 94,321 ¥ 6,804 ¥ 5911 ¥ 63 ¥107,099
ASSELS .vireir e e ¥450,551 ¥68,421 ¥103,837 ¥160,951 ¥783,760

Millions of yen

2000
Asia/ America/ Corporate/
Japan Oceania* Europe™ Eliminations Consolidated
Sales t0 CUSIOMETS ....c.ccoovrrviine e ¥664,242 ¥73,651 ¥109.029 ¥ — ¥846,922
INtersegment SaleS ....ccoovvviviccrinis e 9,214 12,525 2,014 (23,753) —
Total Sales.....viicii 673,456 86,176 111,043 (23,753) 846,922
Operating SXPENSES ... ccceviivereiririeierie e 581,750 82,265 107,580 (23.855) 747,740
Operating INCOME ... ¥ 91,706 ¥ 3,911 ¥ 3,463 ¥ 102 ¥ 99,182
ASSELS Lot s ¥407,729 ¥63,492 ¥ 96,465 ¥182,330 ¥750,016

Thousands of U.S. dollars

2001
Asia/ America/ Corporate/
Japan Oceania” Europe”™ Eliminations Consolidated
Sales t0 CUSIOMETS ..vvevoeiie e e s $5,221,654 $576,562 $833,172 $ — $6,631,388
Intersegment sales..... 68,660 102,510 16,602 (187,772) —
Total sales.................. ... 5,290,314 679,072 849,774 (187,772) 6,631,388
Operating expenses . 4,529,048 624,157 802,066 (188,282) 5,766,989
Operating income ............ JOT PRV $ 761,266 $ 54,915 $ 47,708 $ 510 $ 864,399
ASSEUS o - $3,636,408 $552,228 $838,071 $1,299,040 $6,325,747
*Asia/Oceania: Asia and Australia ’
“*America/Europe: North America, Europe and South Africa
Sales to foreign customers were as follows:
Thousands of
Millions of yen U.S. dollars
2001 2000 2001
ASIA/OCEBNIA ......coveviit et ettt ¥ 74,474 ¥ 76,912 $ 601,082
America/Europe ! 105,032 118,103 847,715
Sales t0 fOreign CUSIOMETS ..o e sttt e ¥179,506 ¥195,015 $1,448,797
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13. Selected Operating Expenses
Selling, general and administrative expenses principally consisted of the following:

Thousands of
Millions of yen U.S. dollars
2001 2000 2001
SAIES COMMTUSSION ..\ iveceiir ettt s st a e bt be st esb e e ane e bt arts e en ¥ 8,074 ¥95,659 $ 65,165
Advertising .......... 65,758 64,354 530,734
Promotion ........ccoeeveniinene 37,497 27,209 302,639
Research and development............occoiieiiiniiennn . 37,049 38,062 299,023

14. Other {Income) Expenses
Other, net consisted of the foliowing:

Thousands of

Miflions of yen U.S. dollars
2001 2000 2001
Loss on sales or disposals of property, plant and equipment, net............cococvviiin ¥2,682 ¥1,513 $21,646
OhEN, NMBL ... e e JURTPUOUTUORUORTY (890) (470) (7,183)
¥1,792 ¥1,043 $14,463

15, Derivatives
The Companies enter into foreign exchange forward contracts and foreign currency swaps to hedge foreign exchange risk associated with
certain assets and liabilities denominated in foreign currencies. The Companies also enter into interest rate swap CONtracts to manage inter-
est rate exposures on certain liabilities.

The Companies have purchased interest rate caps to limit the unfavorable impact from increases in interest rates on floating-rate long-
term debt.

The interest rate caps effectively limit the Companies’ interest exposures of floating-rate long-term borrowings to the maximum rate.

All derivative transactions are entered into to hedge interest and foreign currency exposures incorporated within the Companies’ business.
Accordingly, market risk in these derivatives is basically offset by opposite movements in the value of hedged assets or liabilities.

The Companies do not hold or issue derivatives for trading or speculative purposes. Because the counterparties to these derivatives are
limited to major internationai financial institutions, the Companies do not anticipate any losses arising from credit risk.

Derivative transactions entered into by the Companies have been made in accordance with internal policies which regulate the authoriza-
tion and credit timit amounts.

The Companies had the following derivatives contracts outstanding at March 31, 2001 and 2000:

Millions of yen
2001 ] 2000
Contract Fair Unrealized Contract Fair Unrealized
amount value gain/{loss) amount value gain/{loss)

Foreign exchange forward contracts:

Buying U.S. Dollar........cccominiciconniiniinn ¥ 957 ¥ 950 ¥ N ¥ 293 ¥286 ¥ (7

Buying Japanese Yen ... 51 §1 0 168 166 12

Buying British Pound.................cce 72 72 0) — — —

Buying SWiss Franc........cceiiiiinne 106 105 1) 69 69 0

Seling U.S. Dallar ... 474 444 30 — - —

Selfing SWiss Franc .....c...oicimninr e 103 104 ) - 282 257 5

Selling Argentine Peso ... —_ — — 179 188 (9

Selling other currencies ..........ccoeonceas 256 254 2 — — —
Foreign currency swaps: )

Receiving Japanese Yen, paying U.S. Dollar . 3,695 (285) (285) - — —

Receiving Singapore Dollar, paying U.S. Dollar . 148 0 0 — — —

Receiving Japanese Yen, paying Euro.... 1,399 (120) (120) — — —

Receiving Japanese Yen, paying British Pound.. 322 (38) (38) — ~ —_

Receiving Japanese Yen, paying German Mark ... 2,762 62 62 — — —

Receiving U.S Dollar, paying German Mark ... 689 81 81 — — -

Receiving Japanese Yen, paying Australian Dollar .. 235 20 20 — - —
Interest rate swaps:

Fixed-rate receipt, floating-rate payment ... 545 4] §}] 18,526 952 952

Fixed-rate payment, floating-rate receipt ... 545 4 4 526 M M
Interest rate caps:

Seling ..o 545 (0) (0) 526 0 o]

BUYING v 2,452 6 6 2,367 29 29
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Thousands of U.S. dollars

2001
Contract Fair Unrealized
amount value gain/{loss)

Foreign exchange forward contracts:

Buying U.S. DOAT ..ot $ 7,724 $7.667 $ (56)

Buying Japanese Yen 412 412 0

Buying British Pound 581 581 (0

Buying SWISS FranC ..o i s s 856 847 (8)

SEMNG U.S. DONIET ..o cencn i s e 3,826 3,584 242

Selling SWISS FranC. ..o 831 839 (8)

Selling Other CUITENCIES ....evivvs et et 2,066 2,050 16
Foreign currency swaps:

Receiving Japanese Yen, paying U.S. Dollar........cccccovcniicercnnn 29,822 {2,300) (2,300)

Receiving Singapore Doflar, paying U.S. Dollar ... 1,195 0 0

Receiving Japanese Yen, paying Euro.............. 11,291 {969) (969)

Receiving Japanese Yen, paying British Pound... 2,599 (307) (307)

Receiving Japanese Yen, paying German Mark .. 22,292 500 500

Receiving U.S Dollar, paying German Mark............ 5,561 654 654

Receiving Japanese Yen, paying Australian Dollar..........cocveiins 1,897 161 161
Interest rate swaps:

Fixed-rate receipt, floating-rate payment...........ccorirneinar e, 4,399 8) 8)

Fixed-rate payment, floating-rate reCeipt............oovvieevinsicnicninnn, 4,399 32 32
Interest rate caps:

SEIIIIG. ot b 4,399 {0) ©)

BUYING (.t e 19,790 48 48

16, Subsequent Event

At the ordinary general meeting of shareholders held on June 28, 2001, the Company's shareholders approved the appropriation of retained
earnings.

Appropriation of retained earnings

Thousands of

Millions of yen U.S. dollars
Ordinary year-end cash dividends, ¥12.00 (US$0.097) PEI SNEIE ... e ¥7,330 $59,161
Directors’ and COrporate auditors’ DONUSES ... ..., cvieiiiriieisiossess e iereaetasaetsiiaasaestrseaseabssscaensssistessenanssansan 143 1,154
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| Independent Aud'itorg’“Report

Tohmatsu & Co.

MS Shibaura Building

13-23, Shibaura 4-chome,
Minato-ku, Tokyo 108-8530, Japan

Tel: +81-3-3457-732)
Fax:+81-3-3769-8508

www.tchmatsu.co.jp De|°itte
Touche
Tohmatsu

To the Board of Directors of
Kao Corporation

We have examined the consolidated balance sheets of Kao Corporation and consolidated
subsidiaries as of March 31, 2001 and 2000, and the related consolidated statements of
income, shareholders’ equity, and cash flows for the years then ended, all expressed in
Japanese yen. Our examinations were made in accordance with auditing standards,
procedures and practices generally accepted and applied in Japan and, accordingly, included
such tests of the accounting records and such other auditing procedures as we considered
necessary in the circumstances,

In our opinion, the consolidated financial statements referred to above present fairly the
financial position of Kao Corporation and consolidated subsidiaries as of March 31, 2001 and
2000, and the results of their operations and their cash flows for the years then ended in
conformity with accounting principles and practices generally accepted in Japan consistently
applied during the period except for the change, with which we concur, in the segment
information by business as discussed in Note 12.

As discussed in Note 1, effective April 1, 2000, the consglidated financial statements have
been prepared in accordance with new accounting standards for employees’ retirement
benefits and financial instruments and the revised accounting standard for foreign currency
transactions.

Our examinations also comprehended the translation of Japanese yen amounts into U.S.
dollar amounts and, in our opinion, such translation has been made in conformity with the
basis stated in Note 2. Such U.S. doflar amounts are presented sotely for the convenience of
readers outside Japan.

June 28, 2001
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Principal Subsidiaries and Affiliates

Consumer Products, Cosmetics Sofina and
Chemical Products Businesses

Goldwell Products for
Professional Hair Salons

Area Country Company Country Company
Asia Japan | Kao Cosmetics Sales Co., Ltd. @ Austiia .| Goldwell Handelsgesellschaft mbH
Japan Kao Hanbai Company, Ltd. @ Belgium N.V. Goldwell Belgium S.A.
Japan Nivea-Kao Company Limited @ ‘Czech-Republic--| Goldwell Cosmetics (CZ) s.r.0.
Japan Kao-Quaker Company, Limited ) Denmark Goldwell A/S
Japan Novartis Kao Co., Ltd. ] Fintand Goldwel Qy
China Kao Corporation Shanghai @ Germany Goldwell GmbH
China Kao Chemical Corporation Shanghai e} Germany | Goldwell Vertriebs GmbH
China Zhongshan Kao Chemicals Limited © Itaty Goldwell Italia S.p.A.
Hong Kong Kao (Hong Kong) Limited @ Netherlands Goldwell Nederland B.V.
Hong Kong Kao Chemicals (Hong Kong) Limited ] Switzerland Goldwell AG
Indonesia P.T. Kao Indonesia @ -United Kingdom | Goldwell (Hair Cosmetics) Ltd.
indonesia P.T. Kao Indonesia Chemicals o] Canada Goldwell Cosmetics (Canada) Ltd.
Malaysia Kao (Malaysia) Sdn. Bhd. @ United States Goldwell Cosmetics (USA) Inc.
Malaysia Kao Trading (M) Sdn. Bhd. ] South Africa Goldwell South Africa (Pty.) Ltd.
Malaysia Fatty Chemical (Malaysia) Sdn. Bhd. o Hong Kong Goldwell Cosmetics (Hong Kong) Ltd.
Malaysia Kao Soap (Malaysia) Sdn. Bhd. -] Singapore Goldwell Cosmetics
Malaysia Kao Oleochemical (Malaysia) Sdn. Bhd. Q Singapore PTE. Ltd.
Malaysia Kzo Plasticizer (Malaysia) Sdn. Bhd. o Taiwan Goldwell Taiwan Cosmetics Ld.
Philippines Pilipinas Kao, Incorporated © Australa ((izlst‘:;l)cst ;ml_ettclics
Singapore Kao (Southeast Asia) Pte. Ltd. e}
Singapore Kao (Singapore} Private Limited ®
Taiwan Kao (Taiwan) Corporation @ 0
Thailand Kao Industrial (Thailand) Company Limited [ ]
Thalland Kao Commercial (Thailand) Company Limited ®
Thailand Kao Consumer Products (Southeast Asia) Co., Ltd. @
Vietnam Kao Vietnam Co., Ltd. @
Oceania | Australia Kao (Australia) Marketing Pty. Ltd. @
America | Canada Jergens Canada Inc. @
Mexico Quimi-Kao, S.A. de C.V. €]
United States | The Andrew Jergens Company ®
United States | Kao Chemicals Americas Corporation ¢)
United States | High Point Textile Auxiliaries LLC ©
United States | Kao Specialties Americas LLC 6]
Europe | Austria Guhi Ikebana Kosmetika GmbH @
France Kao Corporation (France) SARL &}
Germany Kao Corporation GmbH @
Germany Kao Chemicals GmbH o]
Germany Guhl lkebana GmbH 2/
Netherlands Guhl lkebana Cosmetics B.V. @
Spain-. -+ Kao Corporation S.A. o]
Spain Kao Chemicals Europe, S.L. Q
Switzerland Guht lkebana AG @

@ Consumer Products/Cosmetics Sofina
© Chemical Products
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Investor Information

Kao Corporation

Head Office Stock Price Range & Trading Volume
14-10, Nihonbashi Kayabacho 1-chome (Tokyo Stock Exchange)
Chuo-ku, TOK)’O 103-8210, Japan Stock price range (yen)
Telephone: 81-3-3660-7111 4000 T ] |
Facsimile: 81-3-3660-7103 3500 = 5
3,000 i S B
2,500 T r
Date of Establishment '
June 19, 1887 200
1,500 o
(of Stock 1o
ommon StOCK (As of March 31, 2001) L . . _ .
Authorized: 980,000,000 shares 500 M{Comrvl)onswckpncerange(l) 4[ Toky:l)PncellndexClose
Outstanding: 610,826,451 shares 0
Number of Shareholders: 39,300 6 Monthly trading volume {miflion shares)
56
Stock Listings 50
Tokyo Stock Exchange, Osaka Securities Exchange '
40
Ticker Symbol Number 35
4452 : 30 -
Transfer Agent »
The Chuo Mitsui Trust and Banking Company, Limited L P -
8-4, lzumi 2-chome, { :H _! L
Suginami-ku, Tokyo 168-0063, Japan R SN ERERERE
EENERERERERRREREREEER

s 00/4 00/5 00/6 60/7‘ 00/8 00/9 60/10 00/11 0012 0171 012 0W3
Composition of Shareholders (As of March 31, 2007) : (Month)

o

Securities Companies 0.46%

Domestic Companies 4.29%

tndividuals and Others 11.19%

Financial Institutions 52.19%

Foreign Companies
and Individuals 31.87%

Further Information

Investor Relations Department
Telephone: 81-3-3660-7101
Facsimile: 81-3-3660-7103
http://www.kao.co jp/e/
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T. GOTO May 30, 2003

President & Chist Executive Officer

NOTICE OF THE 97** ANNUAL GENERAL MEETING OF SHAREHOLDERS
To Our Shareholders:

We are pleased 1o announce that the 97" Annual General Meeting of Shareholders of Kao Corporation (*AGM”)
will be held on June 27, 2003 at 10:00 a.m., at 1-3, Bunka 2-chome, Sumida-ku, Tokyo 131-850%, Japan. At the
AGM, shareholders who hold one thousand (1,000) or more shares of record as of March 31, 2003
(“Shareholders™) will be presented with the Business Report, the Balance Sheet and the Income Statement for
the fiscal year ended on March 31, 2003. For your reference, we have enclosed a copy of our Business Results
announced on April 22, 2003 and English summary of corporate profile of the Business Report. At the AGM,

. Shareholders will be asked to vote on the following agenda items: (Please note that a shareholder is entitled to
one vote per unit of shares, with each unit consisting of one thousand (1,000) shares.)

Proposal for Appropriation of Retained Earnings

Purchase of the Company's Shares

Partial Amendments to the Articles of Incorporation

Election of two (2) Corporate Auditors

Issuance of Stock Acquisition Rights as Stock Options

Payment of Retirement Allowances to Retiring Corporate Auditors

avs@Dpe

We understand the difficulties faced by foreign shareholders to participate in sharcholders meetings of Japanese
companies. As we attach great importance to your exercise of voting right at the AGM, we have included, for
your convenience, an English summary of the Proxy Statement, the original of which in the Japanese language
is being distributed to all registered shareholders or their standing agents in Japan. Furthermore, in order to
simplify and expedite your voting procedures, we are also providing you with a Voting Instruction Form that
can be returned to your custodian, broker or nominee upon completion. As a Japanese company, we face strict
quorum requirements for some of the agenda items listed above. Therefore, we strongly urge each and every
one of you to exercise your voting right at the AGM.

As part of our ongoing effort to improve the quality of communications with our foreign investors and to
increase the voting participation of foreign investors at the AGM, Kao Corporation has retained Georgeson
Shareholder (“Georgeson™) as our Global Information Agent to assist us with the AGM. If you have any
questions, please contact Michael Menahem at +1-212-440-9143 or mmenahem@gscorp.com, or Christie
Mazurek at +1-212-440-9142 or _cmazurek@gscorp.com. Proxy materials in the English language are available
on Georgeson’s website at http://proxy.georgeson.com/proxyinfo/kao. The same information is also posted on
our website at http://www.kao.co.jp/e/ir_e/agm/index.html.

PLEASE CONTACT YOUR BROKER OR CUSTODIAN WITH YOUR VOTING INSTRUCTIONS AS
SOON AS POSSIBLE BUT NO LATER THAN JUNE 19, 20603.

Thank you very much for your attention.

Sincerely,

ISIN JP3205800000 '

SEDOL 6483809 Takl}ya Goto _ . .
TSE 4452 President and Chief Executive Officer




Kao Corporation

English Summary of the PROXY STATEMENT

The Proxy Statement in the Japanese language has been prepared for the purpose of the 97th Annual
General Meeting of Shareholders of Kao Corporation (the “AGM™) to be held on June 27, 2003 at 10:00
a.m., at 1-3, Bunka 2-chome, Sumida-ku, Tokyo 131-8501, Japan, and is furnished to all shareholders of
Kao Corporation holding at least one Unit Share* or muitiples thereof (“Shareholders™) of record as of
March 31, 2003 (the “Record Date”).

All Shareholders have valid voting rights and are entitled to vote at the AGM. As of the Record Date there
were 552,470 voting rights held by the Shareholders. In order to properly transact business at the AGM,
Shareholders holding more than one half of all the voting rights as of the Record Date must be present either
in person or represented by proxy at the AGM.

* NOTE: A shareholder is entitled to one vote per one Unit Share, with each Unit Share consisting of one
thousand (1,000) shares.

PROPOSAL 1: PROPOSAL FOR APPROPRIATION OF RETAINED EARNINGS

The details of the proposed appropriation of retained earnings are as follows:

(Unit:_yen)
ltem ' Amount

| Unappropriated retained earnings 59,684,587,927
Reversal of special redemption reserve 14,923,349
Reversal of reserve for deferred income 154,199,755
Total 59,853,711,031

It is proposed that this amount be appropriated as follows:
Dividends (15 yen per share) 8,405,295,795
Bonus for directors 132,180,000
Provision for special redemption reserve 88,036,733
Provision for reserve for deferred income 303,953,966
Provision for other reserves 32,000,000,000
Retained earnings carried forward to the following term 18,924,244,537

Note: Interim dividends in an aggregate amount of 8,668,729,365 yen (15 yen per share) were paid on
December 2, 2002.

The Company realizes that it is important to ensure return of profits to its shareholders, and to enhance
long-term corporate profitability and value.

Accordingly, it is proposed that 15 Japanese Yen per share be paid to the shareholders as the year-end
dividend for the 97th fiscal year, which amount is the same as the interim dividend, which has already
been paid. Consequently, the total annual dividend for the 97th fiscal year will be S_OJ_apangs_e_an_p_ex:

share, which is a 4 Japanese Yen increase per share from the previous fiscal year’s annual dividend.

Upon approval of this proposal by the Shareholders, the pay-out ratig (the dividend per share divided
by the net income per share) for this 97th fiscal year will be 27.76%.

The Company will consider the use of internal reserves from a long-term perspective, putting priority
on investments that reinforce existing business, further expand business areas, and promote core
business activities worldwide, thereby enhancing the overall value of the Company. Purchasing shares
of the Company' stock will also be considered.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL 1.
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PROPOSAL 2: PURCHASE OF THE COMPANY’S SHARES

In order to achieve capital efficiency, to increase profit returns to shareholders and to enable a flexible
capital policy, it is proposed that the approval of the Shareholders be obtained for the Company to
purchase up to 20,000,000 common shares (representing approximately 3.57% of the total issued and
outstanding shares of the Company) at a total purchase price of no more than 50,000,000,000 Japanese
Yen, during the period from the conclusion of the AGM to the conclusion of the 98th Annual General
Meeting of Shareholders next year. The proposed purchase will be carried out in accordance with
Article 210 of the Commercial Code.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL 2.

PROPOSAL 3: PARTIAL AMENDMENTS TO THE ARTICLES OF INCORPORATION

@

Pursuant to the “Law for Partial Amendment to the Commercial Code etc.” (Law No. 44 of
2002) promulgated on April 1, 2003, the Company may amend its Articles of Incorporation
(“Articles of Incorporation™) to introduce a new system that allows shareholders with

. shares of less than one unit share to purchase additional shares in the Company to increase

their holdings to one unit share. The amendment to the Commercial Code also introduced a
system for invalidating share certificates. Therefore it is proposed that a new Article 7 be
added to the Articles of Incorporation to allow the shareholders to make the above request
for increasing their shareholdings to one unit share. Furthermore, it is proposed that other
necessary amendments related to the aforementioned amendments to the Commercial Code
be made to the current Article 7, Article 8, Paragraph 3, and Article 9, Paragraph 1.

As a result of the aforementioned amendments to the Commercial Code, the Company may
amend the Articles of Incorporation so that the quorum necessary for a special resolution at
a general meeting of shareholders as stipulated in Article 343 of the Commercial Code is
reduced from the current majority to one-third of all the voting rights. In recent years, the
ratio of the Company's shares held by foreign institutions, which have exercised their
voting rights at substantially low ratios, has increased, while the ratio of the Company's
shares held by Japanese financial institutions, which have exercised their voting rights at
substantially high ratios, has substantially decreased. In light of this fact, the Company has
made specific efforts to facilitate the exercise of voting rights of foreign shareholders.
These efforts include the timely and fair disclosure of corporate information, including
information voluntarily disclosed by the Company, the delivery of the convocation notice
for the general meeting of shareholders on an earlier date, and the provision of an English
summary of the convocation notice to foreign shareholders. The Company is concerned
that the quorum necessary for special resolutions may not be satisfied at a future general
meeting of shareholders due to the changes in the composition of shareholders. If the
quorum is not satisfied, adoption of a special resolution at a general meeting of shareholders
would be delayed or fail to be made validly and the common interests of shareholders
would be hindered. Therefore, it is proposed that Article 13, Paragraph 2 be added to the
Articles of Incorporation to change the quorum requirements for special resolutions from
the current majority to one-third of all the voting rights in order to ensure that the intentions
of the shareholders who actually exercise their voting rights at a general meeting of
shareholders would be reflected in the decision-making and resolution processes.

The Company will further advance reforms with regard to its managerial organization and
system, and will adopt a corporate structure to further separate the supervisory function

.2.
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from the business operations by assigning position titles such as “President”, “Senior
Executive Vice President”, and “Executive Vice President” to executive officers instead of
directors, while positioning “Chairperson” as a chairperson of the Board of Directors. In
order to make these reforms, it is proposed that amendments be made to the current Article
18, Paragraph 3 of the Articles of Incorporation. And, it is also proposed that amendments
be made to the current Article 11 and 17, so that a director who has been selected in advance
by the Board of Directors will act as the chairperson of the general meeting of shareholders
and convene the meeting of the Board of Directors.

3) As a result of the above amendments, the numbering of the articles will be changed as

necessary.

2. Details of the Amendments

The following changes will be made to the Articles of Incorporation:
(Underlined parts will be changed)

Current Articles of Incorporation (Extracts)

Proposed Amendment
(New Provision) 1

ne Unit Share through Purch
Shareholders (including beneficial
3 ; .
ﬂmmhgldm_me‘www. | : Uit S
I t that t| a them the nu
that ti nit Sha
] ided to their orieinal s} less tf

one Unit Share,

Article 7. (Rules for Handling Shares)

The type of the company's share certificates,
the registration of transfer of share ownership,
purchases of shares of less than one Unit Share,
other handling of the shares and fees thereof
shall be in accordance with the Rules for

‘| Handling of Shares established by the Board of
Directors.

Article 8. (Rules for Handling Shares)

The type of the company's share certificates,
the registration of transfer of share ownership,
purchases and sales of shares of less than one
Unit Share_and the registration of lost share
certificates, other handling of the shares and
fees thereof shall be in accordance with the
Rules for Handling of Shares established by the
Board of Directors.

Article 8. (Transfer Agent)
1. The company shall have a transfer agent in
connection with its shares.

2. Selection of the transfer agent and its
business office shall be made by resolution of
the Board of Directors and shall be notified by
a public notice.

Article 9. (Transfer Agent)
1. (Unchanged)

2. (Unchanged)
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Current Articles of Incorporation (Extracts)

Proposed Amendment

3. The shareholder register of the company
(including register of beneficial shareholders -
the same will apply hereinafter) shall be kept at
the business office of the transfer agent, and the
registration of transfer of share ownership, the
registration of a pledge or the indication of
property in trust and the cancellation thereof,
the application for non-issuance of share
certificates, the delivery of share certificates,
the acceptance of notifications, purchases of
shares of less than one Unit Share and other
business connected with the shares shall be
handled by the transfer agent and not by the
company.

3. The shareholder register of the company
(including register of beneficial shareholders -
the same will apply hereinafter) and the Jost
share certificate register shall be kept at the
business office of the transfer agent, and the
registration of transfer of share ownership, the
registration of a pledge or the indication of
property in trust and the cancellation thereof,
the application for non-issuance of share
certificates, the delivery of share certificates,
the acceptance of notifications, purchases and
sales of shares of less than one Unit Share and
other business connected with the shares shall
be handled by the transfer agent and not by the
company.

Article 9. (Record Date)

1. The company deems those shareholders
who are listed or recorded in the sharcholder
register as of the end of each fiscal year of the
company (including beneficial shargholders -
the same will apply hereinafter) to be the
shareholders entitled to exercise shareholder's
rights at the ordinary general meeting of
shareholders for the fiscal year of the company.

2. In addition to the provisions contained in the
preceding paragraph and in the Articles of
Incorporation, if necessary, upon prior public
notice and in accordance with a resolution of
the Board of Directors, those shareholders,
pledgees, and trustees of the trust assets listed
or recorded in the shareholder's register as of
any relevant date, shall be entitled to exercise
their respective rights.

Article 10. (Record Date)

1. The company deems those shareholders
who are listed or recorded in the shareholder
register as of the end of each fiscal year of the
company to be the shareholders entitled to
exercise shareholder's rights at the ordinary
general meeting of shareholders for the fiscal
year of the company.

2. (Unchanged)

(Article 10 will be re-numbered as Article 11.)

Article 11. (Chairperson)

i i shall
act as chairperson of a general meeting of
shareholders. If the President/Director is
unable to act, one of the other Directors shall
act as chairperson in the order determined in
advance by the Board of Directors.

Article 12. (Chairperson)

of Directors shall act as chairperson of a
general meeting of shareholders.

Article 12. (Resolution)

1. Unless otherwise provided for by laws or
ordinances, or by the Articles of Incorporation,
all resolutions of general meetings of
shareholders shall be adopted by an affirmative
vote of a majority of the votes of the
shareholders present.

Article 13. (Resolution)
1. (Unchanged)
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Current Articles of Incorporation (Extracts)

Proposed Amendment

(New Provision)

lutions of ge eeti

-thir

(Articles 13, 14, 15 and 16 will be re-numbered
as Articles 14, 15, 16 and 17, respectively.)

Article 17. (Notice of Convening)

Except as otherwise provided for by laws or
ordinances, a meeting of the Board of Directors
shall be called by the President/Director, and
notice of the meeting shall be given to each of
the Directors and Corporate Auditors not less
than three (3) days prior to the date of the
meeting; provided, however, that in the event
of emergency such period may be shortened if
it is notified in a proper way.

Article 18. (Notice of Convening)

Except as otherwise provided for by laws or
ordinances, a meeting of the Board of Directors
shall be called by the Director selected in
advance by the Board of Directors, and notice
of the meeting shall be given to each of the
Directors and Corporate Auditors not less than
three (3) days prior to the date of the meeting;
provided, however, that in the event of
emergency such period may be shortened if it is
notified in a proper way.

Article 18. (Representative Directors and

Directors with Executive Position Ttiles)

1. The Board of Directors shall appoint by its
resolution one (1) or more Directors to
represent the company.

2. Representative Directors shall represent the
company in executing the affairs of the
company according to resolutions of the Board
of Directors.

3. The Board of Directors may appoint by its

resolution one (1) Chairperson /Director, one
(1) President/Director, one (1) or more Vice

- _—
Emmmw!: Somtior Managing Di |
one (1) or more Managing Director(s).

Article 19. (Representative Directors and

1. (Unchanged)

2. (Unchanged)

3. The Board of Directors may appoint by its

resolution ope (1) Chairperson of the Board of
Directors.

(Articles 19, 20, 21, 22, 23, 24, 25,26, 27 and
28 will be re-numbered as Articles 20, 21, 22,
23, 24,25, 26,27, 28 and 29, respectively.)

SUPPLEMENTARY PROVISION
Notwithstanding Article 20, Paragraph 2,
Corporate Auditors who are in office prior to
the conclusion of the ordinary general meeting
of shareholders for the fiscal year ending on
March 31, 2003 will remain in office until the
completion of their respective three-year term.
This Supplementary Provision shall be deleted
upon the retirement of all such Corporate
Auditors.

SUPPLEMENTARY PROVISION
Notwithstanding Article 21, Paragraph 2,
Corporate Auditors who are in office prior to
the conclusion of the ordinary general meeting
of shareholders for the fiscal year ending on
March 31, 2003 will remain in office until the
completion of their respective three-year term.
This Supplementary Provision shall be deleted
upon the retirement of all such Corporate
Auditors.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A YOTE IN FAVOR OF THIS
PROPOSAL 3.
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PROPOSAL 4: ELECTION OF TWO (2) CORPORATE AUDITORS
The term of two Corporate Auditors (Katsuhiko Hiraoka and Takashi Tajima) among the current four
(4) Corporate Auditors will expire at the conclusion of the AGM. It is proposed that a non-outside
corporate auditor and an outside corporate auditor be elected so that the Company can maintain a body
of four (4) Corporate Auditors.
The board of corporate auditors has approved the submission of this proposal to the AGM.

Relevant personal information and the present position held by the nominees are provided below.

No Name and Present Position (held since)
Date of Birth
1| Tsuneo Ejiri February 1999 Vice President — Administration, Chemical Business Division
August 21, 1946
Kohei Nasu April 1969 Registered as Attorney at Law
2 | February 11, 1942 July 1971 Established Kohei Nasu Law Firm (Currently Nasu & Iguchi
Law Firm)

(Mr. Nasu is qualified to be an Outside Corporate Auditor as stipulated in Article 18, Paragraph 1
of the Law Regarding Special Rules for the Commercial Code with Respect to Audits etc. of
Kabushiki-Kaisha.)

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS

PROPOSAL 4.

PROPOSAL 5: ISSUANCE OF STOCK ACQUISITION RIGHTS AS STOCK OPTIONS

It is proposed that the Company issue stock acquisition rights as stock options (the “Stock Acquisition
Rights”) pursuant to Articles 280-20 and 280-21 of the Commercial Code and in accordance with the
following conditions aiming to align the interests of the directors and employees of the Company and
its affiliates with the interests of the shareholders and to increase the value of the Company.

)] Up to 1,200,000 shares of the Company’s common stock (representing approximately
0.21% of the total jssued and outstanding shares of the Company) may be issued or
transferred upon the exercise of the Stock Acquisition Rights. In the event of adjustment
to the Allotted Number of Shares (defined in (2) below) in accordance with (2) below, the
number of shares to be issued or transferred upon the exercise of the Stock Acquisition
Rights will be equal to the product of (i) the Allotted Number of Shares after the relevant
adjustment and (ii) the aggregate number of Stock Acquisition Rights.

(2) The Company may issue up to 1,200 Stock Acquisition Rights. The number of shares per
Stock Acquisition Right (the “Allotted Number of Shares”) will be 1,000 shares;
provided, that in the event that shares are split or consolidated, the Allotted Number of
Shares will be adjusted proportionately in accordance with the ratio of the split or
consolidation of the shares. *"

3) The Stock Acquisition Rights will be issued without receipt of consideration.

#: The names of the persons who receive Stock Acquisition Rights and the number of Stock Acquisition
Rights issued to each person in accordance with this resolution, will be disclosed next year in the Business
Report for the fiscal 2003. Information with respect to stock acquisition rights which were issued in
accordance with the resolution at the 96th Annual General Meeting of Shareholders held on June 27, 2002
is carried on Pages 5 and 6 of the Corporate Profile in the Business Report for the fiscal 2002.

.6.
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C)] The amount to be paid upon exercise of each Stock Acquisition Right will be an amount
equal to the product of the Exercise Price (as defined in the next paragraph) and the
Allotted Number of Shares.

The Exercise Price is the greater of (i) the product of 1.05 and the average of the daily
closing prices (including bid/offer indications) of common stock of the Company in the
regular tradings on the Tokyo Stock Exchange for thirty (30) consecutive trading days
(excluding the days on which no transactions are made) commencing on the forty-fifth
(45th) trading day prior to the date on which the Stock Acquisition Rights are issued
(such issue date will be referred to as the “Issue Date”) (any fraction less than one (1) yen
resulting from such calculation will be rounded up to the nearest yen), or (ii) the closing
price of the common stock of the Company in the regular trading on the Tokyo Stock
Exchange as of the Issue Date.

In the event that after the issuance of the Stock Acquisition Rights, the Company issues
new shares or disposes of shares held by the Company at a price that is below the market
price of the Company’s common stock (except in the case of (i) the exercise of any stock
acquisition rights (including the Stock Acquisition Rights), (ii) the transfer of purchased
shares to holders of Stock Options granted in accordance with the resolution of the 95th
Annual General Meeting of Shareholders, and (iii) the conversion of the convertible
bonds previously issued), the Exercise Price will be adjusted in accordance with the
following formula (any fraction less than one (1) yen resulting from such adjustment will
be rounded up to the nearest yen):

Number of Number of Paid-in Value
. Newly Issued X
Previously Shares** Per Share
. . Issued Shares* + "
Adiusted Exercise Price ¢ Market Price
Exercjise Price before Number of Number of
Adjustment Previously Issued Shares + Newly Issued Shares**

* The Number of Previously Issued Shares means the number of shares of the Company’s
common stock issued and outstanding less the number of shares of the Company’s
common stock held by the Company.

** In the event of a disposition of the shares of the Company’s common stock held by the
Company, the Number of Newly Issued Shares means the number of shares to be
disposed of.

Furthermore, in the event of a split or consolidation of shares, the Exercise Price will be
adjusted proportionately in accordance with the ratio of the split or consolidation (any
fraction less than one (1) yen resulting from such adjustment will be rounded up to the
nearest yen).

) The exercise period of the Stock Acquisition Rights will be from July 1, 2005 to June 30,
2010.
(6) Each Stock Acquisition Right may be partially exercised only if the number of shares to

be issued or transferred upon exercise is an integral multiple of the number of shares
constituting one (1) Unit Share (as defined in the Articles of Incorporation of the
Company).

7 In the event that the Company acquires unexercised Stock Acquisition Rights, the
Company may, at any time, cancel such Stock Acquisition Rights without any
compensation,

®) Any assignment of the Stock Acquisition Rights will be subject to prior approval by the

.7.



Kao Corporation@
Annual General Meeting of Shareholders
Meeting Date: June 27, 2003

board of directors of the Company.

® Each Stock Acquisition Rights holder will be required to enter into “The Agreement
Concerning Allotment of Stock Acquisition Rights” with the Company. This Agreement
will set forth reasonable exercise restrictions that are determined by the board of directors,
to ensure that the exercise of the Stock Acquisition Rights serves the intended purpose,
namely, the issuance of the Stock Acquisition Rights as stock options.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL S,

PROPOSAL 6: PAYMENT OF RETIREMENT ALLOWANCES TO RETIRING
CORPORATE AUDITORS

In order to reward the services of the two (2) retiring corporate auditors, it is proposed that retirement
allowances within the scope provided for in the Company’s internal regulations be paid to the
corporate auditors who are retiring at the conclusion of the AGM.

The details, including but not limited to the specific amount, timing, and method of payment of the
retirement allowances for the retiring corporate auditors, will be determined by the corporate
auditors based on mutual consultation.

In an attempt to carry out managerial reforms, the Company ceased the practice of maintaining a
reserve fund for retirement allowances in July 2001. Accordingly, the retirement allowances payable
to the retiring corporate auditors pursuant to this proposal will be for services between the time they
assumed office and June 30, 2001.

The estimated total amount of the retirement allowances will not exceed 3,800,000 Japanese Yen.

Provided below is the career summary of each of the retiring corporate auditors.

Name Career Summary
Katsuhiko Hiraoka June 2000 Full-Time Corporate Auditor (present position)
Takashi Tajima June 1994 Corporate Auditor (present position)

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL 6.
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VOTING INSTRUCTION FORM

To: (shareholder’s custodian, broker or nominee)
Fax No: Attn:  Corporate Actions / Proxy Department

CC: i al ti t s holder

Fax No: +]- -

From: (shareholder’s name and organization)

Shareholder’s Account Details:

Accountholder’s Name:

Account No:
Shareholder’s Details:
No. of Shares held as of March 31, 2003:

NOTE: A shareholder is entitled to one vote per one Unit Share, with each Unit Share consisting of one thousand
(1,000) shares.

ISIN: JP3205800000 SEDOL: 6483809 TSE: 4452

Re: 97" Annual General Meeting of Sharehoelders of Kao Corporation to be held on June 27, 2003
(“AGM”).

T fian. brol inee:

Dear Sir / Madam:

We have not yet received a ballot in respect of the above account in which we hold shares of Kao Corporation,
and are therefore hereby transmitting our voting instructions for the above meeting. We hereby authorize

you to act upon these instructions, to transmit them onward where necessary to your local custodian or other

agent in Japan, and to take such other actions as you deem necessary to ensure that the following votes are

duly cast. These voting instructions are given in respect of any and all Kao Corporation shares held in the

above account as of the record date of March 31, 2003.

AGENDA ITEM VOTE
FOR f AGAINST
1. | Proposal for Appropriation of Retained Earnings N O
2. | Purchase of the Company's Shares O O
Partial Amendments to the Articles of
3. Incorporation L] O
4 Election of two (2) Corporate Auditors (including E fD# 0
* | one (1) Outside Corporate Auditor) (Except for -
Issuance of Stock Acquisition Rights as Stock
S Options ' O O
6 Payment of Retirement Allowances to Retiring 0] 0
' | Corporate Auditors

* If the vote “FOR” is not a vote in favor of the entire slate, please indicate the nominees to be excluded
from the favorable vote by writing in the provided space the number(s) corresponding to the name(s) of
such nominee(s) appearing in Proxy Statement Proposal #4.

Authorized Signature: Date:

For any inquiries, please contact Michael Menahem at +1-212-440-9143 or mmenghem@gscorp.com, or Christie
Mazurek at +1-212-440-9142 or cmazurek@gscorp.com.
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1. CONSOLIDATED BASIS

Kao Corporation Reports Business Results

Tokyo, April 22, 2003 - Kao Corporation today announced its consolidated and
non-consolidated business results for the fiscal year ended March 31, 2003. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

Consolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 % change 2003
Net sales 865.2 839.0 3.1 7,198.4
Operating income 114.9 111.7 29 956.0
Ordinary income 1174 113.5 34 977.4
Net income 62.4 60.2 3.6 519.7
Total assets 720.8 772.1 (6.6) 5,997.1
Total shareholders' equity 417.0 459.7 (9.3) 3,469.5
Yen U.S. Dollars
Per share:
Net income 108.05 100.43 7.6 0.90
Cash dividends 30.00 26.00 154 0.25
%
YEAR ENDED MARCH 31 2003 2002
Operating margin 13.3 13.3
Net income to total
shareholders’ equity (ROE) 14.2 13.1
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2003, of yen 120.20=US31, solely for convenience.

2. From 2003, directors’ bonuses, which are included in the appropriation of retained earnings, are deducted from
net income for the calculation of EPS. EPS for 2003 on the same basis as the previous year would increase by
7.8% to 108.30 yen.

Consolidated Forecasts for the Interim and the end of Fiscal Year Ending March
31, 2004

The forecast for business results for the six month period ending September 30, 2003, is
445.0 billion yen (US$3,702.2 million) in net sales, 58.0 billion yen (US$482.5 million)
in operating income, 59.0 billion yen (US$490.8 million) in ordinary income and 31.0
billion yen (US$257.9 million) in net income.

The forecast for the full fiscal year ending March 31, 2004, is 895.0 billion yen
(US$7,445.9 million) in net sales, 117.0 billion yen (US$973.4 million) in operating
income, 118.0 billion yen (US$981.7 million) in ordinary income and 64.0 billion yen
(US$532.4 million) in net income. Net income per share is expected to be 115.20 yen
(US$0.96).
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Consolidated Segment Information by Industry (Unaudited)
Billions of Yen
SALES OPERATING INCOME
YEAR ENDED MARCH 31 2003 2002 % change 2003 2002 Incr/(Der)
. Like-for-like
Consumer Products 646.4 626.0 33 2.1 90.3 88.7 1.5
Prestige Cosmetics Sofina 75.8 74.1 2.2 22 5.2 4.7 04
Chemical Products 170.9 162.8 5.0 2.8 18.2 17.7 04
Corporate/Eliminations 27.9) (23.9) - - 1.0 04 0.6

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDEDMARCH31 2003 2002 % change 2003 2002 Incr/(Der)
"~ Like-for-like
Consumer Products 53778 5,2084 33 2.1 751.7 7384 13.3
Prestige Cosmetics Sofina  630.9 617.1 2.2 2.2 43.9 39.9 4.0
Chemical Products 1,422.1 1,3544 5.0 2.8 151.4 147.3 4.1
Corporate/Eliminations (232.4) (199.7) - - 9.0 39 5.1

Notes:

1. In the consolidated segment information by business, Cosmetics (Sofina) has been renamed to Prestige Cosmetics
Sofina.

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen
SALES OPERATING INCOME
YEAR ENDED MARCH 31 2003 2002 % change 2003 2002 Iner/(Dcr)
' Like-for-like
Japan 6545 6481 1.0 1.0 985 951 33
Asia/Oceania 101.5 934 8.6 4.2 53 8.3 (2.9)
North America 75.7 70.2 7.9 49 7.2 6.0 1.1
Europe 67.8 576 17.7 8.8 29 1.8 1.0
Corporate/Eliminations (34.5) (30.5) - - 0.8 0.1 0.6

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 Incr/(Der)
T fi{e-fof-ﬂlike
Japan 5,4459 53926 1.0 1.0 819.5 792.0 27.5
Asia/Qceania 844.9 777.9 8.6 472 44.8 69.6 (24.8)
North America 630.6 584.6 7.9 49 60.3 50.6 9.7
Europe 564.4 4794 177 8.8 24.2 15.7 8.5
Corporate/Eliminations (2874) (2542) - - 7.2 1.7 5.5

Notes:
1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2003, of yen 120,20=US81, solely for convenience.

2. Like-for-like growth rates exclude the currency translation effect related to translation of local currencies into the
Japanese yen.
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2. NON-CONSOLIDATED BASIS

Non-Consolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 % change 2003
Net sales 661.7 654.1 1.2 5,505.4
Operating income 94.4 924 2.2 785.8
Ordinary income 98.3 98.5 (0.2) 817.8
Net income 49.4 55.5 (10.9) 411.3
Total assets 623.7 671.0 (7.0) 5,189.1
Total shareholders' equity 411.7 459.8 (10.5) 3425.9
Yen U.S. Dollars
Per share:
Net income 85.42 92.25 (7.4) 0.71
Cash dividends 30.00 26.00 15.4 0.25
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 3/,
2003, of yen 120.20=US31, solely for convenience.
2. From 2003, directors’ bonuses, which are included in the appropriation of retained earnings, are deducted from
net income for the calculation of EPS. EPS for 2003 on the same basis as the previous year would be 85.64 yen.

Non-Consolidated Forecasts for the Interim and the end of Fiscal Year Ending
March 31, 2004

The forecast for business results for the six month period ending September 30, 2003, is
330.0 billion yen (US$2,745.4million) in net sales, 50.0 billion yen (US$416.0 million)
in operating income, 54.0 billion yen (US$449.3 million) in ordinary income and 30.5
billion yen (US$253.7 million) in net income.

The forecast for the full fiscal year ending March 31, 2004, is 650.0 billion yen
(US$5,407.7 million) in net sales, 98.0 billion yen (US$815.3 million) in operating
income, 103.0 billion yen (US$856.9 million) in ordinary income, and 59.0 billion yen
(US$ US$490.8 million) in net income. Net income per share is expected to be 106.10
yen (US$0.88).

Note:
1. Due to changes in the accounting system between Kao and Kao Hanbal starting from April 2003,
the forecast for non-consolidated sales has been decreased by 2%,

Forward-Looking Statement

This release contains forward-looking statements that are based on management’s estimates, assumptions
and projections at the time of release. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity and currency fluctuation, could
cause actual results to differ materially from expectations.

For further information, please contact:

Katsuya Fujii, Vice President, Investor Relations
Tel: 81-3-3660-7101 / Fax: 81-3-3660-8978
E-mail'ir@kao.co.jp
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1. MANAGEMENT POLICIES

1. Basic Management Policies

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to win the highest levels of
trust and support from customers with consumer products for cleanliness, beauty and
health to help people enrich their lives, and in the chemical products field, by
contributing to industrial development. The Company also aims to pursue sustained
profitable growth and to consistently augment corporate value which Kao Corporation
views as being closely linked to securing profits for shareholders.

2. Basic Policies Regarding Distribution of Profits

In its dividends to shareholders, Kao seeks to increase per-share profit to a achieve
continuous increase in per-share dividends of approximately 30% of consolidated net
income. In its use of free cash flow, the Company strives to increase future corporate
value primarily through investment in existing core business for further expansion and
new business development, through M&A activity, and by undertaking measures in a
flexible manner, including share repurchase to increase returns to shareholders from a
long-term point of view and with investment efficiency uppermost in mind.

3. Policy Concerning Number of Shares Constituting One Unit of Stock

Kao is aware of the need for a large number of investors to participate in the trading of
its shares and for the sufficient liquidity of its shares, for them to be purchased at
appropriate price levels. In terms of liquidity, Kao shares rank highly among shares
traded on the First Section of the Tokyo Stock Exchange. The Company will observe
market trends and demands, and carefully consider whether or not reducing the number
of shares in each lot would be in the best interests of shareholders.

4. Management Measure Used as a Target

EVA (Economic Value Added),* which is used to measure true profit by including the
cost of invested capital as a factor, is Kao’s principal management measure. The
Company links continuing growth of EVA to expansion of corporate value, which
means long-term profits not only for shareholders, but for all Kao stakeholders as well.
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Kao views EVA growth as a primary focus of management activity. This measurement
is also utilized in determining the direction of long-term management strategies, for
evaluation of M&A activities and capital investments, for assessments of specific
businesses, and in developing performance targets for each fiscal year. To build
motivation, levels of achievement of targeted year-on-year improvement in EVA are a

factor in determining bonuses for executives and employees.
*EVA is a registered trademark of Stern Stewart & Co.
5. Medium- and Long-Term Management Strategies

By positioning consumer products, prestige cosmetics Sofina and chemical products as
its core business areas, Kao pursues profitable growth by emphasizing research and
development and by making high-quality, innovative products that meet the true needs
of consumers and customers.

Faced with slow growth in the Japanese market, the Company intends to strengthen its
powerful brands to improve its performance in existing businesses, and it will invest
management resources into the development of new products designed to create new
markets. By expanding its core business platforms, Kao will strive for further
development in new business fields such as health care.

Overseas, Kao will assign the highest priority to business expansion in the Asian region,
a growth market, whilst at the same time pursue business expansion in North America
and Europe. To do this, the Company will consider further M&A activity and strategic
business alliances to achieve synergies between new partners’ and its own strengths in
the area of research and product development.

In addition to the above strategies, Kao will continue management reform efforts and
rebuilding its business models in response to changes in the operating environment. The
Company will also continue to aggressively reduce operating costs, take steps to raise
work efficiency, and strive to achieve sustained EVA growth.

6. Issues for Management
The operating environment is becoming increasingly difficult, and dramatic changes are

expected. It is in times particularly as these that the Company is required to
energetically carry out reforms. In addition, Kao must reemphasize its traditional
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commitment to customer satisfaction and making superior products, the starting points
for any manufacturer. With this in mind, the Company must strategically focus on
investing management resources into building powerful brands.

We will aim for continuous profitable growth by taking the following operating
initiatives:

(1) maintaining and increasing market share of core brands;

(2) development of products that create new market segments;

(3) development and fostering the growth of new businesses; and

(4) expansion and strengthening of overseas business

Kao is also fully aware of the need for the internal control and enforcement of

compliance.
7. Basic Position on Corporate Governance and its Implementation

Kao’s basic position on corporate governance is to develop a suitable managerial
organization or system, and to take the necessary measures to realize the Company’s
basic management policies to continually increase corporate value through profitable
growth. The Company considers corporate governance to be one of its most important
managerial tasks.

In the managerial organizational reforms based on the resolutions of our 96th Annual
General Meeting of Shareholders held last June, the Company appointed two outside
directors, reduced the membership of the board of directors from 18 to 13, introduced
the executive officer system and transferred considerable responsibility and authority to
the executive officers to expedite decision-making and business execution. The
Company currently has 13 directors (including 2 outside directors), 21 executive
officers (including 11 directors), and 4 corporate auditors (including 2 outside corporate
auditors).

The Company has also reformed its compensation system for directors and corporate
auditors by introducing a stock option plan for directors, implementing the
performance-linked bonus system based on EVA for directors and by abolishing
retirement allowances for directors and corporate auditors in the future by ceasing
further provision of such allowances.

The Company will give ongoing consideration as to whether it should become a
“Company with three committees” as defined by the amended Commercial Code, as it
believes it is a subject of great importance. In the meantime, the Company will advance
its reform of the system and the managerial organization within the current framework

6
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of the directors and corporate auditors.

The Company has established a “Compensation Advisory Committee” and a
“Committee for the Examination of the Nominees for the Chairman of the Board of
Directors and the President”. In the “Compensation Advisory Committee”, the
Company’s representative directors have a compensation system for the directors and
executive officers and its level examined by outside directors. The current compensation
system and its level have already been examined by outside directors and were
evaluated as appropriate. The “Committee for the Examination of the Nominees for the
Chairman of the Board of Directors and the President” consists exclusively of all
outside directors and all outside corporate auditors. This committee will examine the
nominees prior to the election or re-election of the chairman of the board and or the
president and will submit its evaluation of the nominees’ qualifications to the board of
directors.

In addition, the Company has established a “Compliance Committee” for the promotion
of ethical corporate conduct and compliance with laws and regulations, and has
routinely implemented activities for securing compliance with laws and regulations,
fairness, and ethics. The Company has also recently revised the former “Corporate
Ethics of Kao Corporation” to “Kao Business Conduct Guidelines” to further promote
business conduct based on compliance with the laws and regulations, and ethics, as of
April 2003.
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The corporate governance and internal control structure is shown in the following
diagram.

Shareholders Meeting
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Board of B Oard Of Nominees for the Chairman of the
Corporate Directors Board of Directors and the President
Auditors (Outside Directors /Outside Corporate
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Internal Corporate Chairman of
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(Conference by Corporate Auditors of Domestic Group Companies)

One of our two outside directors, Mr. Akishige Okada, is Chairman of the Board of
Sumitomo Mitsui Financial Group, Inc. Transactions such as regular banking
transactions, loans and guarantees take place between the Company, its affiliates and
Sumitomo Mitsui Financial Group affiliates. Our other outside director, Ms. Sakie
Tachibana Fukushima, is Representative Director of Japan Kom/Ferry International.
Japan Korn/Ferry International and its affiliates provide recruiting services to the
Company. All of the aforementioned are typical transactions among such companies,
and the outside directors have no direct personal interest in the Company.

There are no transactions between outside corporate auditors and the Company.
Moreover the independent auditors that audit the Company’s accounts and their
employees involved in the auditing process have no direct personal interest in the
Company. The independent auditors voluntarily ensure that any of its employees who
become involved in our company’s audit, will not be involved in the audit for more than
a certain period of time. The Company and the independent auditors enter into a
contract for the audit in accordance with the Commercial Code and Securities Exchange
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Law, and the Company pays a fee to the auditing firm based on the contract.

In addition to the aforementioned “Compliance Committee”, the Company has also
established the “Corporate Audit Services Department” that is responsible for the
Company’s internal audit on the appropriateness of daily business operations, and
validity and efficiency of the management, including the Company’s affiliates in Japan
and abroad. Besides this, a number of important group companies have assigned their
accounting audits to outside accounting firms. Furthermore, corporate auditors of the
Company and its domestic affiliates have periodic meetings to exchange information
concerning audit practices and procedures. From time to time, the Company also seeks
counsel and advice from outside experts such as lawyers with regard to management
and business operations for managerial decision-making.
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2. CONSOLIDATED BUSINESS RESULTS
1. Summary of Business Results for the Period under Review

In the fiscal year ended March 31, 2003, although there were signs of recovery in export
and production indicators at the beginning of the period, the economic slump continued
with sluggish investment in plants and equipment by private sectors and a drop in stock
prices, in addition to no improvement being seen in consumer spending, the
employment situation or wage levels.

Consolidated net sales rose by 26.2 billion yen to 8§65.2 billion yen, a 3.1% increase
from the previous fiscal year. Excluding a positive currency translation effect of 10.3
billion yen due to the weakening yen, actual sales growth would be 1.9%. Sales in Japan
were adversely affected by the sluggish consumer product market and declining sales
prices, but increased due to the introduction of new products and aggressive sales and
marketing activities to enliven the market. Sales in the chemical products business were
varied, with newly developed products and export products doing relatively well, while
sales in the existing businesses of oleochemical and specialty chemical products
suffered the effects of the stagnant Japanese economy. Outside Japan, partly due to the
effect of M&A activity on the North American and European consumer products
business, both the consumer products business and chemical products business indicated
steady sales growth, with the exception of certain affiliated companies.

Consolidated operating income rose by 3.1 billion to 114.9 billion yen from the
previous fiscal year. The effect of falling sales prices and increased marketing expenses
in Japan was largely absorbed by increased sales and cost reductions, resulting in an
increase of 3.3 billion yen to 98.5 billion yen. Meanwhile, operating income from
overseas business increased in consumer products for North America and Europe, while
decreasing for consumer products and chemical products in Asia, which resulted in a
decline of 0.7 billion yen to 15.5 billion yen.

Consolidated ordinary income was 117.4 billion yen, a rise of 3.9 billion yen from the
previous fiscal year. Consolidated net income increased by 2.1 billion yen to 62.4
billion yen. Of this, non-operating income from equity in the earnings of affiliates went
from a loss in the previous fiscal year to a gain, while the previous fiscal year’s foreign
exchange gain became a loss. An extraordinary gain was recorded as a result of
returning the proxy portion of pension funds to the government in Japan, but a valuation
loss occurred due to decreased valuation of investment securities and real estate owned

10



Kao Corporation

News Release April 22, 2003

by the Company.

Solid growth was achieved in net income per share at 108.05 yen due to an increase in
net income and the repurchase of 29.129 million of the Company’s shares from the
market.

As expected, the Company’s interim dividend per share increased by 2 yen to 15 yen,
thus. increasing the annual dividend by 4 yen to 30 yen. EVA steadily improved due to
an increase of net operating profit after tax (NOPAT) and decreased capital charges
through repurchase of the Company’s shares from the market.

2. Summary of Resuits by Business Segment

Sales in the Japanese businesses of consumer products and prestige cosmetics Sofina
were strong. Some chemical products were subject to the effects of the sluggish
economy however grew steadily. Solid sales growth was also posted in each business
segment overseas due to M&A activity in the consumer products businesse in North
America and Europe, and a positive currency translation effect.

Although the consumer products business experienced difficulties in Asia, operating
income increased in Japan, North America and Europe. Similarly, operating income
from prestige cosmetics Sofina rose. In the chemical products business, rising material
costs in Asia caused a decrease in operating income, whilst the situation in Japanese,
North American and European markets led to the increase in operating income for
chemical products being moderate.

(1) Consumer Products Business

Net sales of consumer products rose 3.3% from the previous fiscal year to 646.4 billion
yen. Excluding a positive currency translation effect, sales growth in real terms was
2.1%. The increase in sales in Japan was only 1.0% year-on-year, but sales outside
Japan rose significantly due to such factors as the effect of M&A activity, and the
weaker yen. Although operating income fell for Asia, increased operating income was
achieved in the Japanese market, in addition to North American and European markets,
resulting in growth of 1.8%, a 1.5 billion yen increase to 90.3 billion yen.

11
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1) Japan

Amidst sluggish consumer spending, the market as a whole seems to have reached a
point where the decrease in sales prices has begun to settle, but retail sales of consumer
products have dropped from the level of the previous fiscal year. By channel, drug store
chains have shown significant growth, while giant supermarket chains have been in
decline and growth in convenience stores and home improvement stores has been
limited. In this environment, Kao stepped up marketing and sales efforts at each chain
store and in each region, while also diverting energy to activities designed to develop
the drug store business and attempting to stimulate the market with the introduction of
new and improved products with higher value. Earnings growth was restrained by such
factors as declining sales prices, increased marketing costs, and material prices caused
by the weaker yen. Nevertheless, the company’s aggressive cost-cutting and
cost-efficiency efforts resulted in a rise in earnings.

Sales composition of consumer products
Billions of yen

YEAR ENDED MARCH 31 2003 2002 % change
Personal Care 165.5 166.8 (0.8%)
Fabric and Home Care 248.9 246.7 0.9%

Feminine Care, Baby Care and Others 86.2 82.2 4.9%

Total 500.8 495.8 1.0%

Notes:

1. With regard to consolidated segment titles by business, Laundry and Cleaning Products has been renamed to
Fabric and Home Care, whilst Hygiene and Others has been renamed to Feminine Care, Baby Care and Others.
In the market for personal care products, sales volume did not increase, while growing
competition led to a continued decrease in sales prices. There was, however, sales
growth through the drug store channel due to consumers’ heightened awareness of

health and beauty.

While continuing to strengthen brand loyalty for the total skin care brand Bioré using
the concept of mild acidity, Kao also released Bioré Perfect Oil makeup remover in
spring 2003, a cleansing oil based on innovative technology that can be applied on wet
skin. In the category for shampoo, conditioner, and treatment products, the Essential
brand underwent improvement, with the brand image of Merir also being improved.
Another factor contributing to sales was the release of Clear Clean Plus Whitening
toothpaste, which uses the power of malic acid and granules to lift and remove the
yellowish stains of teeth. Sales fell by 0.8% year-on-year partly due to the reduction of

the number of brands and product items, a strategic move designed to re-focus

12
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investment of management resources.

Principal new products:

Bioré Perfect Oil makeup remover

Clear Clean Plus Whitening toothpaste

Success Flavacyte medicated hair restoration tonic
Bub Chinese Quince Scent bath additives

In the market of fabric and home care products, prices continued to fall, albeit gradually,
with intense competition also continuing. Although the trend of a decrease in gift
products continued in the market for the Company’s laundry detergent, sales of ordinary
laundry detergent products increased.

Strategic marketing investments were made in Kao’s core brands, Attack laundry
detergent, Humming fabric softener and Quickle cleaning products, resulting in
increased sales. The Company released products last autumn such as Attack Spray Foam
pre-care laundry detergent, which dissolves tough and greasy stains on collars and
sleeves, the transparent fabric softener Humming Flare, which provides a new fragrance
and an exceptionally soft and smooth finish, and the Family Pure Kitchen Cleaner, a
daily-use handy kitchen cleaner. The Company also began the nationwide sale of
Quickle Wiper cleaning kit for carpet, for easy and thorough removal of hair, dust, and
pet hair tangled in carpet.

As a result, sales of fabric and home care products increased by 0.9% from the previous
fiscal year.

Principal new products:

Attack Spray Foam Pre-care laundry detergent
Humming Flare fabric softener

Family Pure Kitchen Cleaner

Quickle Wiper cleaning kit for carpet

In the area of feminine care, baby care and other products, the target population for
sanitary napkins and disposable diapers decreased in number resulting in reduced sales,
but the trend of falling prices appears to have come to an end.

While improving the basic functions of the Laurier sanitary napkins, the package was
also redesigned with an eye to the global market and improving the brand image by

13
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obtaining recognition particularly from younger consumers. The Merries brand of baby
disposable diapers underwent improvements to its texture, and sales volume increased,
but this product line was severely affected by a fall in prices. As the target population of
adult incontinence products is increasing due to the ageing of society, energy was also
put into sampling activities to promote the Relief brand, and growth greater than the
growth of the market was achieved thanks largely to increased sales of Relief’s
pants-type line.

Sales of the Econa line of products, which maintain a large share of the growing market
for healthy functional cooking oils, continued a high level of growth both for own use
and gift use. Healthy Econa Mayonnaise, released in September 2002, has been
progressing steadily, making a large contribution to the increase in sales.

As a result, sales of feminine care, baby care and other products rose 4.9% year-on-year.

Principal new products:

Laurier Super Guard MAX400 sanitary napkins
Relief Leak-Free Diapers incontinence products
Healthy Econa Mayonnaise

2) Asia and Oceania

Intense competition continued in retail prices due to competition with Japanese, North
American, European and local manufacturers, in addition to changes in distribution
structure caused by consolidation of major chain stores including global retailers.

As a result, this year Kao continued to reduce the number of brands and product items,
focusing management resources on eight key brands designated as core brands: Sifoné
and Feather hair care products; the Bioré skin care product line; Attack, Magiclean and
Haiter fabric and home care products; and Laurier and Merries feminine and baby care
products respectively.

Furthermore, in order to respond to changes in the business environment, the Company
has implemented measures to optimize production in China, Taiwan and the ASEAN
region, strengthen the management system and confer greater autonomy on managers.

As a result of the above, sales fell in some regions such as Taiwan due to the effect of
difficult market conditions and reductions in the number of products sold, but sales

14
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increased for the region as a whole because of strong performance in the ASEAN

region.

Furthermore, a new fully owned holding company was established in Shanghai in July
2002 to expand business in China, and in October, Kao Transfar (Hangzhou) Co., Ltd.
was established for the purpose of conducting business for consumer products, which
began production and sales in December 2002.

3) North America and Europe

Amidst difficult market conditions in both North America and Europe, strong sales were
displayed by the Naturally Smooth lotion product of the Jergens brand held by The
Andrew Jergens Company, which has attained the position of holding a leading share in
the hand and body lotion market. New products were released and more aggressive
marketing was also conducted for skin care products such as Curél and Bioré Pore
Strips. The number of existing products was reduced for the antiperspirant deodorant
brand ban, while new and improved products were also released in an attempt to
revitalize the brand. KPSS-Kao Professional Salon Services GmbH (formerly Goldwell
GmbH) also posted solid sales, and Elumen hair color released in 2001 is now being
sold in the United States, Canada, and other countries. In Europe, the premium hair care
product business of Guhl Ikebana GmbH posted results at the same level as last year,
but the entire Group companies in North America and Europe posted solid sales growth

as a whole.

Moreover, sales were in line with projected figures for KMS Research, Inc., a
manufacturer of professional-use hair care products mainly for North American and
European hair salons which was acquired in March 2002, its affiliates in the United
Kingdom and the premium hair care product marketer, John Frieda Professional Hair
Care, Inc. in the U.S., which was acquired in September 2002.

(2) Prestige Cosmetics Sofina Business

In the cosmetics market, prestige cosmetics sales continued to decline both in volume
and value while sales of low-priced products continued to grow. In this stagnant market,
sales of prestige cosmetics Sofina, which saw its 20™ anniversary in September 2002,
reached a record high of 75.8 billion yen, a 2.2% increase on the same period of the
previous year. The release of the Rise line, which is the culmination of years of research
on ceramide which retains moisture in the stratum corneum, and the renewal of the Vital
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Rich line, in addition to the expansion of the basic skin care series, contributed to
increased sales in the Sofina brand, while the performance of Medicated Whitening
Deep Science boosted sales of special care products. Also, the est line, targeted only at
department store channels, continued to grow steadily due to an ongoing marketing and
sales focus on the acquisition of new customers. Operating income increased by 0.4
billion yen to 5.2 billion yen. Cost reduction activities additionally contributed to the
increase in operating income.

Principal new products;

Rise — Lotion, Milk, Cream

est — Liquid Makeup

Raycious Ray Gradation Powder
AUBE Rouge Clear Glassé

(3) Chemical Products Business

Sales for chemical products rose by a 5.0% increase to 170.9 billion yen. Excluding a
currency translation effect, sales grew by 2.8%. Business in the Japanese, Asian, North
American and European markets showed steady growth. Operating income rose slightly
to 18.2 billion yen largely owing to the Japanese, North American and European
markets, despite rising oleochemical raw material prices causing a fall in Asia.

1) Japan

Due to their outstanding product features, newly developed products such as pigment
auxiliary for color inkjet printer ink were well received. Slurries for use in polishing
hard disks met customer demand and contributed to the increase in sales. The specialty
chemicals business showed strong growth in response to customer export needs for
plastic-related additives, toner and toner binder products. The industrial material
business, which produces high performance concrete additives that dramatically
strengthen raw concrete, was affected by sluggish demand in the construction sector.
Operating income increased as a result of concerted efforts to absorb a decline in sales
prices through cost-cutting measures and by increasing sales volume.

2) Asia

Sales of concrete additives rose in China, Taiwan and other Asian countries where
demand is strong. Thailand and Indonesia also saw a rise in sales for various fields.
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Sales in Malaysia increased due to the augmentation of production capacity at the
Company’s fatty alcohol facilities. These increases led to steady sales growth in Asia.
Despite an increase in sales and the promotion of streamlining and cost-cutting
measures, operating income dropped as a result of an increase in oleochemical raw
material prices. Taiwan saw a continuation of the shift of plants to China resulting in the
halting of the Company’s production of chemical products in Taiwan.

3) North America and Europe

The toners and toner binders for copiers and printers business which saw an
augmentation in manufacturing infrastructure showed robust growth after a further
strengthening of the global management system centering on Japan, the U.S. and Spain.
The aroma chemical business, whose products include a number of synthetic aroma
products which enjoy a top share of the world market, increased on the back of
expansion of sales of new products. In March 2003, the Company agreed to acquire the
aroma chemicals and fragrance compound business of Cognis Deutschland GmbH & Co.
KG, a global manufacturer of specialty chemicals and nutritional ingredients based in
Germany, and expects a synergy effect with Kao’s existing business. As a reorganization
of operations in the U.S. and Mexico, the textile auxiliary business was sold off.
Operating income increased as a result of strong growth in North America and Europe,
allowing for the absorption of increased depreciation expenses from capital investment

in plants and equipment.
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3. FORECAST

1. Forecast for the Fiscal Year Ending March 31, 2004

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2004 2003 % change 2003
Net sales 895.0 865.2 3.4 7,445.9
Operating income 117.0 114.9 1.8 9734
Ordinary income 118.0 117.4 04 981.7
Net income 64.0 62.4 2.5 5324
Yen U.S. Dollars
Per share:
Net income 115.20 108.05 6.6 0.96
Cash dividends 32.00 30.00 6.7 0.26

There is great uncertainty in Japan’s economy, ranging from weak stock prices and the
problem of bad debt, to a lack of investment in plants and equipment and difficulties in
the employment situation and wage levels. As a company Kao believes that it will be
some time before there is real recovery in consumer spending. There is also the
structural issue of deflation, and it is foreseen that there will be little growth in either

sales volume or value in the industry as a whole.

Under these conditions, in the Japanese consumer products market, Kao will be focused
on strategic marketing to further strengthen existing core brands and nurture new brands,
in addition to conducting aggressive sales activities to stimulate the sluggish market to
increase sales volume. The cosmetics market is still seeing growth in low-priced
products while luxury and prestige products remain sluggish, but the Company will
focus on the promotion of distinctive new cosmetic products and work to strengthen the
brands of Sofina, AUBE and est. In the chemical products market, the Company feels
that even more time will be required for target industries to undergo economic recovery,
and sales will remain flat, however it is the Company’s intention to continue focusing
energies on specific businesses in existing and new areas.

Overseas, in the consumer products business in Asia and Oceania, the Company will
continue to conduct aggressive marketing in the rapidly growing Chinese market, while
strengthening ties with the newly established Kao Transfar (Hangzhou) Co., Ltd. to
further develop this market. Furthermore, non-core brands will be reduced in this region,
focusing management resources on core brands in an attempt to increase sales and
profitability. In the consumer products markets in North America and Europe, the
Company expects to fully cuitivate the brands of the recently acquired KMS Research
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and John Frieda hair care products companies and increase sales through the synergy
created between these and existing businesses. The Company also expects to post
increased sales in its chemicals business in these regions due to growth in specialty
chemicals such as aroma products, toners and toner binders for copiers and printers, and
contributions from acquired aroma businesses.

As a result of the above, Kao projects that sales for the next fiscal year will increase by
3.4%, a figure of 29.7 billion yen to 895.0 billion yen, and that operating income will
rise by 1.8% to 117.0 billion yen. Ordinary income is expected to rise 0.4% to 118.0
billion yen, and net income is projected to rise by 2.5% to 64.0 billion yen. The
Company is planning for an increase in marketing and other expenses, and the
occurrence of amortization expenses of goodwill and the trademarks of John Frieda,
KMS Research and aroma businesses. An increase in the cost of raw materials for fatty
alcohol and other chemical products is also anticipated, however the Company wilil
make aggressive efforts to secure stable income by implementing further cost reduction
measures not only in Japan, but also overseas.

Based on the forecasted growth in profits, Kao plans to increase its annual dividend by
2 yen per share to 32 yen, and to increase its interim dividend by 1 yen per share to 16

yen.

Kao will continue its efforts to increase profits and improve capital efficiency, and
endeavors to meet midterm EVA improvement targets.

2. Underlying Assumptions of the Forecasts for the Fiscal Year Ending March 31,
2004

The above forecasts were made assuming exchange rates of one U.S dollar to 120.0 yen,
one euro to 129.0 yen, and one New Taiwan dollar to 3.5 yen.
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4. FINANCIAL CONDITION

1. Consolidated Financial Condition (Unaudited)

' Mitlions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 Incr/(Decr) 2003
Total assets 720.8 772.1 (51.2) 5,997.1
Total shareholders' equity 417.0 459.7 (42.7) 3,469.5
Yen U.S. Dollars
Per share:
Shareholders’ equity 744.56 779.44 (34.89) 6.2
%
YEAR ENDED MARCH 31 2003 2002
Equity ratio 57.9 59.5
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 3!
2003, of yen 120.20=US$1, solely for convenience.

2. From 2003, total shareholders’ equity per share is computed using the number of shares outstanding which
includes all latent shares for the outstanding. This would be 744.81 yen based on using the same calculation
method as the previous year.

Total assets fell 51.2 billion yen to 720.8 billion yen. The main factor in this change was
the 83.1 billion yen decrease caused by the sale of marketable securities that had been
purchased as an investment from surplus funds. This was done to respond to the demand

for capital investment in plants and equipment, M&A activities and the repurchase of
Company’s stocks.

While net income steadily increased this year, shareholder equity decreased 42.7 billion
yen to 417.0 billion yen due to an 80.3 billion yen increase in treasury stock, as a result
of the repurchase of the Company’s stocks. Shareholder equity per share dropped by
34.89 yen to 744.56 yen. The shareholders’ equity ratio decreased from 59.5% to 57.9%.
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2, Summarized Consolidated Cash Flow (Unaudited)
Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 Incr./(Dcr.) 2002
Operating activities 134.1 130.9 3.2) 1,116.3
Investing activities (77.5) (77.6) 0.0 (654.3)
Financing activities (104.1) (86.2) (17.9) (866.8)
Translation adjustments (2.0) 34 (6.1) (22.1)
Net increase (50.2) (29.5) (20.7) 417.9)
Beginning balance of newly
consolidated companies 0.9 0.9 0.0 83
Cash and cash equivalents 75.6 124.9 (49.2) 629.7
Total debt 49.0 55.9 (6.9) 408.9

Net cash provided by operating activities increased 3.2 billion yen year-on-year to 134.1
billion yen. Pre-tax income rose 4.6 billion yen to 112.5 billion yen, and depreciation
and amortization expenses remained at the same level as the previous fiscal year at 58.3
billion yen. Corporate tax payments were 53.1 billion yen.

Net cash used in investment activities was 77.5 billion yen which is in the same
proximity as the level of last fiscal year. The main investment activities were the
acquisition of the trademarks and stocks of John Frieda Inc. -of the U.S. last September,
and investment in plants and equipment, the main purpose of which is to invest in
production facilities for new products and to increase production capacity both in Japan
and overseas. In Japan investment was made into expanding physical distribution
facilities and installing a new information system.

Net cash used in financing activities increased 17.9 billion yen year-on-year to 104.1
billion yen. The Company also continued to repurchase the Company’s shares valued at
80.3 billion yen. Moreover, as a result of returning long-term loans to financial
institutions and redeeming corporate bonds, the total balance of loans and corporate
bonds fell 6.9 billion yen year-on-year to 49.0 billion yen.

As a result of these activities, the balance of cash and cash equivalents at the end of the
fiscal year was 75.6 billion yen, 49.2 billion yen less than the balance at the end of the
previous fiscal year.

3. Forecast for the Fiscal Year ending March 31, 2004

Although the operating environment is expected to be as severe as that of the year just
ended, Kao projects that the portion of cash flow from operating activities accounted for
by net income before taxes and other adjustments will be slightly higher than in the
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previous fiscal year.

The portion of cash flow from investment activities accounted for by investment in
plants and equipment is expected to increase slightly within Japan although investment
is planned to increase production capacity and promote streamlining. Overseas,
investment in plants and equipment is planned at the same level as the previous year.
With regard to acquisition activities, Kao has agreed to the purchase of the fragrance
and specialties chemicals business, Cognis Deutschland GmbH & Co. KG.

In terms of cash flow from financing activities, Kao will propose further stock purchase
of up to 20 million shares or up to 50 billion yen in value, pursuant to Article 210 of the
Commercial Code at the general shareholders meeting to be held on June 27, 2003. This
will improve capital efficiency, increase returns to shareholders and allow the adoption
of timely and flexible capital policy measures. Kao will continue to carry out stock
purchase in a flexible manner, taking into account business investment projects. Kao
plans to increase its annual dividend by 2 yen per share. Total debt at the end of the
coming year is expected to be approximately 47.0 billion yen.

Consequently, cash and cash equivalents at the end of the coming year will be about
70.0 billion yen, less than the balance at the end of this fiscal year.

4. CASHFLOW INDICES

YEAR ENDED MARCH 31 2002 2001 2000 1999
Shareholders’ equity/Total assets (%) 57.9 59.5 59.1 63.3
Market capitalization/Total assets (%) 186.0 186.0 245.6 259.7
Interest bearing debt/Operating cash flow (years) 0.4 0.5 0.6 0.5
Operating cash flow/Interest paid __(X) 85.8 72.2 54.7 724
Notes:

1. All indices are computed based on consolidated data.

2. Market capitalization equals the stock price at the end of the fiscal year multiplied by the number
of shares outstanding at the end of fiscal year.

3. Operating cash flow is shown In consolidated statements of cash flow. Interest bearing debt is all
debt included in consolidated balance sheets.
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Changes of Corporate Auditors and Executive Officers
(Titles effective as of June 27, 2003)

Candidates for new Corporate Auditors

Tsuneo Ejiri Full-time Corporate Auditor (Currently Vice President -
Administration, Chemical Company)

Kohei Nasu Outside Corporate Auditor (Attorney at Law)

Retiring Corporate Auditors
Katsuhiko Hiraoka
Takashi Tajima

New Assignment to Senior Executive Officers

Nobuatsu Higuchi Executive Vice President, President - Greater China
(Currently Executive Officer, President - Greater China)

Naotake Takaishi Executive Vice President, Global R&D (Currently Executive
Officer, Senior Vice President - Global R&D)
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The Corporate Profile of Kao Corporation as of March 31, 2003

1. Main Businesses

Segment

Main Products

Consumer Products

(Personal Care Products)
Soaps, Facial cleansers, Body care products, Shampoos, Conditioners, Hair care
products, Hair coloring agents, Bath additives, Toothpastes and toothbrushes

(Fabric and Home Care Products)
Laundry detergents, Kitchen cleansers, Household cleaning detergents, Fabric
softeners, Paper cleaning products

(Feminine Care, Baby Care and Others)
Sanitary napkins, Disposable diapers, Edible oils

Prestige Cosmetics Sofina

Prestige cosmetics Sofina

Chemical Products

Edible oils for industrial use, Fatty acids, Fatty alcohols, Glycerin, Fatty amines,
Surface active agents, Polyurethane ingredients, Plastic Additives, Copier and
printer toner and toner binder, Aroma chemicals

2. Main Offices, Plants and Laboratories

Kayabacho Head Office:
Sumida Office:

Osaka Office:
‘Wakayama Plant:
Tokyo Plant:

Sakata Plant:

Kawasaki Plant;

Tochigi Plant:

Kashima Plant:
Toyohashi Plant:

Chuo-ku, Tokyo

Sumida-ku, Tokyo

Nishi-ku, Osaka-shi, Osaka
‘Wakayama-shi, Wakayama

Sumida-ku, Tokyo

Sakata-shi, Yamagata

Kawasaki-ku, Kawasaki-shi, Kanagawa
Ichikai-machi, Haga-gun, Tochigi
Kamisu-cho, Kashima-gun, Ibaragi
Toyohashi-shi, Aichi

Wakayama Research Laboratories:

Tokyo Research Laboratories:
Tochigi Research Laboratories

Wakayama-shi, Wakayama
Sumida-ku, Tokyo
Ichikai-machi, Haga-gun, Tochigi

3. Shares

1, 000,000,000 shares
599,443,701 shares
39,473

Number of authorized shares
Number of issued shares
Number of shareholders
Note: The above-mentioned number of issued shares includes 39,090,648 shares held by the Company.

4. Purchase, Disposition etc. and Ownership of Treasury Stock

) Purchases
¢ Purchases based on resolutions of the Board of Directors pursuant to Article 3, Paragraph 4 of the
additional rules to “Law for Partial Amendment etc. to the Commercial Code etc.” (Law No. 79 of
2001)
Number of purchased shares
Total cost of purchases

5,130,000 shares of common stock
14,160,450,000 yen



e  Purchases based on the resolution made at the 96th Annual General Meeting of Shareholders pursuant
to Article 210 of the Commercial Code
Number of purchased shares

Total cost of purchases

e Purchases of shares of less than one unit
Number of purchased shares

Total cost of purchases

2) Dispositions

Number of shares which were disposed of
Total price of dispositions
Note: Instead of issuing new shares, the Company disposed of these shares by transferring treasury shares to
the holders of convertible bonds, upon their request for the conversion of convertible bonds.

3) Shares held by the Company at the end of the fiscal year

Number of treasury shares

23,999,000 shares of common stock
63,004,040,000 yen

1,207,277 shares of common stock
3,156,041,210 yen

3,000 shares of common stock
3,999,000 yen

39,090,648 shares of common stock

In addition, between April 1, 2003 and May 13, 2003, the Company purchased 4,521,000 shares of common stock

for 10,675,460,000 yen in accordance with the resolution made at the 96th Annual General Meeting of Shareholders,

which resolution was made pursuant to Article 210 of the Commercial Code. The Company has held these shares

since the purchases.

5. Major Shareholders (Top 10)

Investment in Kao by the

Investment by Kao in the

|

Shareholders Shareholders
Names of Shareholders Number of shares | Ratio of voting | Number of shares | Ratio of voting
(thousand shares) rights (thousand shares) rights
(Percentage) (Percentage)
Japan Trustee Services Bank, Ltd.
(Trust Account) 39,024 7.06 ) )
The Master Trust Bank of
Japan ,Ltd. (Trust Account) 31,101 362 ) )
State Street Bank and Trust 20,986 3.79 i )
Company
Nippon Life Insurance Company 17,882 3.23 - -
The Tokio Marine and Fire
insurance Co., Ltd. 17,402 3.14 ) )
The National Mutual Insurance
Federation of Agricultural 16,246 2.94 - -
Cooperatives
Euroclear Bank S.A/N.V. 13,828 2.50 - -
quton Safe Deposxt BSDT Treaty 13,475 243 ) i
Clients Omnibus
The Chase Manhattan Bank N.A. 12,974 234 ) )
London
UFJ Trust Bank Limited (Trust
Account A) 11,322 2.04 - -

Note 1: As of March 31, 2003, the Company holds 1,041 shares of common stock (0.05% of all voting rights) of
Millea Holdings, Inc., which holds all voting rights of The Tokio Marine and Fire insurance Co., Ltd.




Note 2: Although the Company holds 39,090 thousand shares of its own stock, the Company is not listed as a major

shareholder above.

Note3: The number of shares in the list above may include the number of shares for trust or share custody.

6. Employees

Number of employees

Change from previous

fiscal year

Average age

Average years of service

5,717 -27 40.3 18.8
7. Main Subsidiaries and Consolidation Status
Name of subsidiary Capital Ratio of Main businesses
voting rights
Kao Cosmetics Sales Co., Ltd. JPY 400 million 100% Sales of prestige cosmetics Sofina
Kao Logistics Company, Limited JPY 15 million 100% Logistics and warehouse business
Kao Hanbai Company, Ltd. JPY 1,729 million 51.6% Sales of consumer products
Nivea-Kao Company Limited JPY 1,400 million 40.0% Manufacture and sales of personal care
products
Kao Industrial (Thailand) THB 654 million 100% Manufacture and sales of consumer
Company Limited products and chemical products
Kao Corporation Shanghai CNY 564.2 million 95.0% Manufacture and sales of consumer
products
Kao (Taiwan) Corporation NTD 597.3 million 90.7% Manufacture and sales of consumer
products and chemical products
Fatty Chemical (Malaysia) Sdn. MYR 120 million 70.0% Manufacture and sales of fatty
Bhd. chemical products
The Andrew Jergens Company USD | 100% Manufacture and sales of personal care
products
Kao Chemicals Americas USD 1 100% Control of affiliates in chemical
Corporation business in U.S.A.
Kao Specialties Americas LLC USD 1 100% Manufacture and sales of chemical
products
KPSS-Kao Professional Salon EUR 66.62 million 100% Manufacture and sales of personal care
Services GmbH products for beauty salon
Kao Chemicals Europe, S.L. EUR 94.94 million 100% Control of affiliates in chemical
business in Europe
Kao Corporation S.A. EUR 56.41 million 100% Manufacture and sales of chemical
products
Kao Chemicals GmbH EUR 9.1 million 100% Manufacture and sales of chemical

products

Notel: KPSS-Kao Professional Salon Services GmbH is the former Goldwell GmbH which company changed its

name on January 2, 2003.

Note2: The above ratio of voting rights was calculated based on the total number of voting rights held by the
Company and its consolidated subsidiaries.

(Consolidated Business results)

The number of consolidated subsidiaries, including main subsidiaries listed above, is 76 and the number of
companies to which equity method applies is 10.




Transitions of consolidated business results are as follows:

Item Fiscal 1999 Fiscal 2000 Fiscal 2001 Fiscal 2002

Net sales (million yen) 846,921 821,629 839,026 865,247
Operating income (million yen) 99,181 107,098 111,727 114,914
Ordinary income (million yen) 98,005 111,870 113,581 117,487
Net income (million yen) 52,147 59,426 60,274 62,462
Earnings per share (yen) 83.45 96.69 100.43 108.05
Total assets (million yen) 750,016 783,760 772,144 720,849
Total shareholders' equity 474,979 462,987 459,731 417,030
{million yen)

Note: Earnings per share for fiscal 2002 was calculated based on the newly adopted formula. Earnings per share for
fiscal 2002, if calculated using the same formula as fiscal 2001 is 108.30 yen.

8. Directors and Corporate Auditors

Takuya Goto
Toshio Hoshino

Takahiko Kagawa

Yasuo Idemitsu
Akio Tsuruoka
Shozo Tanaka
Kuniaki Watanabe
Nobuatsu Higuchi
Naotake Takaishi
Motoki Ozaki
Shunichi Nakagawa
Akishige Okada

Sakie T. Fukushima

Katsuhiko Hiraoka
Iwao Inoue
Takashi Tajima
Hidejiro Matsuda

President and Chief Executive Officer, Representative Director

Senior Executive Vice President, President - International Consumer Products,
Representative Director

Executive Vice President, President - Kao Hanbai Company, Ltd., Representative
Director :
Executive Vice President, Global Production and Engineering

Executive Vice President, Global Purchasing

Executive Officer, President - Global Personal Care

Executive Officer, President - Global Chemicals

Executive Officer, President - Greater China

Executive Officer, Senior Vice President - Global R&D

Executive Officer, President - Global Fabric and Home Care

Executive Officer, Legal & Compliance - Global

Chairman of the Board - Sumitomo Mitsui Financial Group,Inc., Chairman of the Board -
Sumitomo Mitsui Banking Corporation

Representative Director and Regional Managing Director - Japan, Korn/Ferry
International, Director - Korn/Ferry International

Full-time Corporate Auditor

Full-time Corporate Auditor

Attorney at Law

Certified Public Accountant

Note 1: Akishige Okada and Sakie T. Fukushima are Outside Directors as stipulated in Article 188, Paragraph 2,
Item 7-2 of the Commercial Code.

Note 2: Takashi Tajima and Hidejiro Matsuda are Outside Corporate Auditors as stipulated in Article 18, Paragraph
1 of the Law Regarding Special Rules for the Commercial Code with Respect to Audits etc. of Kabushiki-

Kaisha.

Note3: Changes of directors and corporate auditors in this fiscal year
(1) At the 96th Annual General Meeting of Shareholders held on June 27, 2002, Motoki Ozaki, Shunichi
Nakagawa, Akishige Okada and Sakie T. Fukushima were newly elected as directors and Iwao Inoue was
newly elected as a corporate auditor and took office.
(2) Nine (9) directors including Masanori Sakata, Kunihiko Hachiya, Toshio Hirasaka, Moriyasu Murata, Shigeo
Yamada, Masatoshi Kitahara, Tadao Matsumoto, Twao Inoue and Tetsuya Imamura and one (1) corporate
auditor, Kikuhiko Okamoto, retired from their respective offices as their terms of office expired on June 27,

2002.




(3) Akio Tsuruoka was appointed as Executive Vice President at the meeting of the Board of Directors held on
June 27, 2002, and took office.

9. Payment of Remuneration etc. to Directors and Corporate Auditors

(1) Aggregate amount of remuneration:

Directors 18 persons From April 2002 to June 2002 269 million ven
13 persons From July 2002 to March 2003 Y
Corporate Auditors 4 persons From April 2002 to March 2003 59 million yen
Note: The Company is authorized to pay remuneration to directors and corporate auditors within the following
upper limit.
Directors: 450 million yen per year, excluding the salary paid for services rendered as an employee by

directors concurrently holding the positions of director and employee
(This upper limit was resolved at the Annual General Meeting of Shareholders held on June
26, 1992)

Corporate Auditors: 85 million yen per year
(This upper limit was resolved at the Annual General Meeting of Shareholders held on June
29, 1984.)

(2) Aggregate amount of salaries etc. paid to directors concurrently holding the positions of director and employee
for services rendered as an employee: 135 million yen, including bonuses

(3) Aggregate amount of directors' bonuses paid as appropriation of retained earnings:
112 million yen to 18 directors

(4) Aggregate amount of retirement allowances paid to retiring directors and corporate auditor in fiscal 2002,
pursuant to the resolution made at shareholders meeting held on June 27, 2002:
171 million yen to 9 retiring directors
3 million yen to 1 retiring corporate auditor

* The Company ceased the practice of maintaining a reserve fund for retirement allowances in July 2001.
Accordingly, the retirement allowances above were for their services between the time they assumed office and
June 30, 2001.

10. Tssuance of Stock Acquisition Rights

Pursuant to the resolution made at the 96th Annual General Meeting of Shareholders held on June 27, 2002 and the
resolution made at the meeting of the Board of Directors held on the date hereof, the Company issued stock
acquisition rights as stock options upon especially favorable conditions to persons other than the shareholders as
follows:

(1) Name of persons who received stock acquisition rights and the number of allotted stock acquisition rights:
<Directors of the Company>

Takuya Goto 38 Toshio Hoshino 27 Takahiko Kagawa 19
Yasuo Idemitsu 16 Akio Tsuruoka 16 Shozo Tanaka 11
Kuniaki Watanabe 11 Nobuatsu Higuchi 11 Naotake Takaishi 11
Motoki Ozaki 11 Shunichi Nakagawa 11

<Employees of the Company (Top 10)>
Toshio Hirasaka 11 Masatoshi Kitahara 11 Tadao Matsumoto 11




Tetsuya Imamura 11 Masateru Kanazawa 11 Toshio Takayama 11

Akio Kimura 11 Norihiko Takagi 11 Takuo Goto 11
Hiroshi Kanda 11

<Directors of affiliates>
William J. Gentner 11 Arnulf Taiber 11 Hiroshi Tsujimoto 8
Eiichiro Kimura 8

(2) Type and number of shares subject to stock acquisition rights:
The number of shares per stock acquisition right is 1,000 shares of common stock of the Company.
Including the stock acquisition rights allotted to persons other than the persons listed in (1) above, the aggregate
number of shares subject to all issued stock acquisition rights is 540,000 shares.

(3) Issue price of stock acquisition rights:
The stock acquisition rights were issued without receipt of consideration.

(4) Conditions for exercise of stock acquisition rights:
- The amount to be paid upon exercise of stock acquisition rights:
The amount to be paid upon exercise of each stock acquisition right (the “Exercise Price”) is 2,955 yen.

- Exercise period of stock acquisition rights:
From July 1, 2004 to June 30, 2009

- Other conditions for exercise of stock acquisition rights:
Each stock acquisition right may be partially exercised only if the number of shares issued or transferred
upon exercise of the stock acquisition rights is an integral multiple of the number of shares constituting one
(1) unit.

(5) Events and conditions for cancellation of stock acquisition rights:
In the event that the Company acquires unexercised stock acquisition rights, the Company may, at any time,
cancel such stock acquisition rights without any compensation.

(6) Details of favorable conditions:
The Company issued stock acquisition rights with the Exercise Price and exercise period aforementioned in Item
(4) without receipt of consideration.



The Corporate Profile of Kao Corporation as of March 31, 2003

1. Main Businesses

Segment

Main Products

Consumer Products

(Personal Care Products)
Soaps, Facial cleansers, Body care products, Shampoos, Conditioners, Hair care
products, Hair coloring agents, Bath additives, Toothpastes and toothbrushes

(Fabric and Home Care Products)
Laundry detergents, Kitchen cleansers, Household cleaning detergents, Fabric
softeners, Paper cleaning products

(Feminine Care, Baby Care and Others)
Sanitary napkins, Disposable diapers, Edible oils

Prestige Cosmetics Sofina

Prestige cosmetics Sofina

Chemical Products

Edible oils for industrial use, Fatty acids, Fatty alcohols, Glycerin, Fatty amines,
Surface active agents, Polyurethane ingredients, Plastic Additives, Copier and
printer toner and toner binder, Aroma chemicals

2. Main Offices, Plants and Laboratories

Kayabacho Head Office:
Sumida Office:

Osaka Office:
Wakayama Plant:
Tokyo Plant;

Sakata Plant:

Kawasaki Plant:
Tochigi Plant:

Kashima Plant:
Toyohashi Plant:

Chuo-ku, Tokyo

Sumida-ku, Tokyo

Nishi-ku, Osaka-shi, Osaka
Wakayama-shi, Wakayama

Sumida-ku, Tokyo

Sakata-shi, Yamagata

Kawasaki-ku, Kawasaki-shi, Kanagawa
Ichikai-machi, Haga-gun, Tochigi
Kamisu-cho, Kashima-gun, Ibaragi
Toyohashi-shi, Aichi

Wakayama Research Laboratories:

Tokyo Research Laboratories:

Wakayama-shi, Wakayama
Sumida-ku, Tokyo

Tochigi Research Laboratories Ichikai-machi, Haga-gun, Tochigi

3. Shares

1, 000,000,000 shares
599,443,701 shares
39,473

Number of authorized shares
Number of issued shares
Number of shareholders
Note: The above-mentioned number of issued shares includes 39,090,648 shares held by the Company.

4, Purchase, Disposition etc. and Ownership of Treasury Stock

) Purchases
e  Purchases based on resolutions of the Board of Directors pursuant to Article 3, Paragraph 4 of the
additional rules to “Law for Partial Amendment etc. to the Commercial Code etc.” (Law No. 79 of
2001)
Number of purchased shares
Total cost of purchases

5,130,000 shares of common stock
14,160,450,000 yen



¢  Purchases based on the resolution made at the 96th Annual General Meeting of Shareholders pursuant
to Article 210 of the Commercial Code
Number of purchased shares

Total cost of purchases

o  Purchases of shares of less than one unit
Number of purchased shares

Total cost of purchases

3} Dispositions

Number of shares which were disposed of
Total price of dispositions
Note: Instead of issuing new shares, the Company disposed of these shares by transferring treasury shares to
the holders of convertible bonds, upon their request for the conversion of convertible bonds.

3) Shares held by the Company at the end of the fiscal year

Number of treasury shares

23,999,000 shares of common stock

63,004,040,000 yen

1,207,277 shares of common stock

3,156,041,210 yen

3,000 shares of common stock
3,999,000 yen

39,090,648 shares of common stock

In addition, between April 1, 2003 and May 13, 2003, the Company purchased 4,521,000 shares of common stock
for 10,675,460,000 yen in accordance with the resolution made at the 96th Annual General Meeting of Shareholders,
which resolution was made pursuant to Article 210 of the Commercial Code. The Company has held these shares

since the purchases.

5. Major Shareholders (Top 10)

Investment in Kao by the

Investment by Kao in the

Shareholders Shareholders
Names of Shareholders Number of shares | Ratio of voting | Number of shares | Ratio of voting
(thousand shares) rights (thousand shares) rights
(Percentage) (Percentage)
Japan Trustee Services Bank, Ltd.
(Trust Account) 39,024 7.06 ) i
The Master Trust Bank of
Japan ,Ltd. (Trust Account) 31,101 362 ) i
gtate Street Bank and Trust 20,986 379 ) N
ompany
Nippon Life Insurance Company 17,882 3.23 - -
The Tokio Marine and Fire 17,402 314 ) i
insurance Co., Ltd.
The National Mutual Insurance
Federation of Agricultural 16,246 2.94 - -
Cooperatives
Euroclear Bank S.A./N.V, 13,828 2.50 - -
Bo_ston Safe Deposu BSDT Treaty 13475 243 } i
Clients Omnibus
The Chase Manhattan Bank N.A. 12,974 234 ) )
London
UFJ Trust Bank Limited (Trust 11322 204 ) )
Account A)

Note 1: As of March 31, 2003, the Company holds 1,041 shares of common stock (0.05% of all voting rights) of
Millea Holdings, Inc., which holds ail voting rights of The Tokio Marine and Fire insurance Co., Ltd.




Note 2: Although the Company holds 39,090 thousand shares of its own stock, the Company is not listed as a major

shareholder above.

Note3: The number of shares in the list above may include the number of shares for trust or share custody.

6. Employees

Number of employees

Change from previous

fiscal year

Average age

Average years of service

5,717 -27 40.3 18.8
7. Main Subsidiaries and Consolidation Status
Name of subsidiary Capital Ratio of Main businesses
voting rights
Kao Cosmetics Sales Co., Ltd. JPY 400 million 100% Sales of prestige cosmetics Sofina
Kao Logistics Company, Limited JPY 15 million 100% Logistics and warehouse business
Kao Hanbai Company, Ltd. JPY 1,729 million 51.6% Sales of consumer products
Nivea-Kao Company Limited JPY 1,400 million 40.0% Manufacture and sales of personal care
products
Kao Industrial (Thailand) THB 654 million 100% Manufacture and sales of consumer
Company Limited products and chemical products
Kao Corporation Shanghai CNY 564.2 million 95.0% Manufacture and sales of consumer
products
Kao (Taiwan) Corporation NTD 597.3 million 90.7% Manufacture and sales of consumer
products and chemical products
Fatty Chemical (Malaysia) Sdn. MYR 120 million 70.0% Manufacture and sales of fatty
Bhd. chemical products
The Andrew Jergens Company USD 1 100% Manufacture and sales of personal care
products
Kao Chemicals Americas USD 1 100% Control of affiliates in chemical
Corporation business in U.S. A,
Kao Specialties Americas LLC USD 1 100% Manufacture and sales of chemical
products
KPSS-Kao Professional Salon EUR 66.62 million 100% Manufacture and sales of personal care
Services GmbH products for beauty salon
Kao Chemicals Europe, S.L. EUR 94.94 million 100% Control of affiliates in chemical
business in Europe
Kao Corporation S.A. EUR 56.41 million 100% Manufacture and sales of chemical
products
Kao Chemicals GmbH EUR 9.1 million 100% Manufacture and sales of chemical

products

Notel: KPSS-Kao Professional Salon Services GmbH is the former Goldwell GmbH which company changed its

name on January 2, 2003.

Note2: The above ratio of voting rights was calculated based on the total number of voting rights held by the
Company and its consolidated subsidiaries.

(Consolidated Business results)

The number of consolidated subsidiaries, including main subsidiaries listed above, is 76 and the number of
companies to which equity method applies is 10.




Transitions of consolidated business results are as follows:

Item Fiscal 1999 Fiscal 2000 Fiscal 2001 Fiscal 2002

Net sales (million yen) 846,921 821,629 839,026 865,247
Operating income (million yen) 99,181 107,098 111,727 114914
Ordinary income (million yen) 98,005 111,870 113,581 117,487
Net income (million yen) 52,147 59,426 60,274 62,462
Earnings per share (yen) 83.45 96.69 100.43 108.05
Total assets (million yen) 750,016 783,760 772,144 720,849
Total shareholders’ equity 474,979 462,987 459,731 417,030
(million yen)

Note: Earnings per share for fiscal 2002 was calculated based on the newly adopted formula. Earnings per share for
fiscal 2002, if calculated using the same formula as fiscal 2001 is 108.30 yen.

8. Directors and Corporate Auditors

Takuya Goto
Toshio Hoshino

Takahiko Kagawa

Yasuo Idemitsu
Akio Tsuruoka
Shozo Tanaka
Kuniaki Watanabe
Nobuatsu Higuchi
Naotake Takaishi
Motoki Ozaki
Shunichi Nakagawa
Akishige Okada

Sakie T. Fukushima

Katsuhiko Hiraoka
Iwao Inoue
Takashi Tajima
Hidejiro Matsuda

President and Chief Executive Officer, Representative Director

Senior Executive Vice President, President - International Consumer Products,
Representative Director

Executive Vice President, President - Kao Hanbai Company, Ltd., Representative
Director

Executive Vice President, Global Production and Engineering

Executive Vice President, Global Purchasing

Executive Officer, President - Global Personal Care

Executive Officer, President - Global Chemicals

Executive Officer, President - Greater China

Executive Officer, Senior Vice President - Global R&D

Executive Officer, President - Global Fabric and Home Care

Executive Officer, Legal & Compliance - Global

Chairman of the Board - Sumitomo Mitsui Financial Group,Inc., Chairman of the Board -
Sumitomo Mitsui Banking Corporation

Representative Director and Regional Managing Director - Japan, Korn/Ferry
International, Director - Kom/Ferry International

Full-time Corporate Auditor

Full-time Corporate Auditor

Attorney at Law

Certified Public Accountant

Note 1: Akishige Okada and Sakie T. Fukushima are Outside Directors as stipulated in Article 188, Paragraph 2,
Item 7-2 of the Commercial Code.

Note 2: Takashi Tajima and Hidejiro Matsuda are Outside Corporate Auditors as stipulated in Article 18, Paragraph
1 of the Law Regarding Special Rules for the Commercial Code with Respect to Audits etc. of Kabushiki-

Kaisha.

Note3: Changes of directors and corporate auditors in this fiscal year
(1) At the 96th Annual General Meeting of Shareholders held on June 27, 2002, Motoki Ozaki, Shunichi
Nakagawa, Akishige Okada and Sakie T. Fukushima were newly elected as directors and Iwao Inoue was
newly elected as a corporate auditor and took office.
(2) Nine (9) directors including Masanori Sakata, Kunihiko Hachiya, Toshio Hirasaka, Moriyasu Murata, Shigeo
Yamada, Masatoshi Kitahara, Tadao Matsumoto, Iwao Inoue and Tetsuya Imamura and one (1) corporate
auditor, Kikuhiko Okamoto, retired from their respective offices as their terms of office expired on June 27,

2002.




(3) Akio Tsuruoka was appointed as Executive Vice President at the meeting of the Board of Directors held on
June 27, 2002, and took office.

9. Payment of Remuneration etc. to Directors and Corporate Auditors

(1) Aggregate amount of remuneration:

Directors 18 persons From April 2002 to June 2002 269 million ven
13 persons From July 2002 to March 2003 Y
Corporate Auditors 4 persons From April 2002 to March 2003 59 million yen

Note: The Company is authorized to pay remuneration to directors and corporate auditors within the following
upper limit.

Directors: 450 million yen per year, excluding the salary paid for services rendered as an employee by
directors concurrently holding the positions of director and employee
(This upper limit was resolved at the Annual General Meeting of Shareholders held on June
26, 1992.)

Corporate Auditors: 85 million yen per year
(This upper limit was resolved at the Annual General Meeting of Shareholders held on June
29,1984))

(2) Aggregate amount of salaries etc. paid to directors concurrently holding the positions of director and employee
for services rendered as an employee: 135 million yen, including bonuses

(3) Aggregate amount of directors' bonuses paid as appropriation of retained earnings:
112 million yen to 18 directors

(4) Aggregate amount of retirement allowances paid to retiring directors and corporate auditor in fiscal 2002,
pursuant to the resolution made at shareholders meeting held on June 27, 2002:
171 million yen to 9 retiring directors
3 million yen to 1 retiring corporate auditor

* The Company ceased the practice of maintaining a reserve fund for retirement allowances in July 2001.
Accordingly, the retirement allowances above were for their services between the time they assumed office and
June 30, 2001.

10. Issuance of Stock Acquisition Rights

Pursuant to the resolution made at the 96th Annual General Meeting of Shareholders held on June 27, 2002 and the
resolution made at the meeting of the Board of Directors held on the date hereof, the Company issued stock
acquisition rights as stock options upon especially favorable conditions to persons other than the shareholders as
follows:

(1) Name of persons who received stock acquisition rights and the number of allotted stock acquisition rights:
<Directors of the Company>

Takuya Goto 38 Toshio Hoshino 27 Takahiko Kagawa 19
Yasuo Idemitsu 16 Akio Tsuruoka 16 Shozo Tanaka 11
Kuniaki Watanabe 11 Nobuatsu Higuchi 11 Naotake Takaishi 11
Motoki Ozaki 11 Shunichi Nakagawa 11

<Employees of the Company (Top 10)>
Toshio Hirasaka 11 Masatoshi Kitahara 11 Tadao Matsumoto 11




Tetsuya Imamura 11 Masateru Kanazawa 11 Toshio Takayama 11

Akio Kimura 11 Norihiko Takagi 11 Takuo Goto 11
Hiroshi Kanda 11

<Directors of affiliates>
William J. Gentner 11 Arnulf Taiber 11 Hiroshi Tsujimoto 8
Eiichiro Kimura 8

(2) Type and number of shares subject to stock acquisition rights:
The number of shares per stock acquisition right is 1,000 shares of common stock of the Company.
Including the stock acquisition rights allotted to persons other than the persons listed in (1) above, the aggregate
number of shares subject to all issued stock acquisition rights is 540,000 shares.

(3) Issue price of stock acquisition rights:
The stock acquisition rights were issued without receipt of consideration.

(4) Conditions for exercise of stock acquisition rights:

- The amount to be paid upon exercise of stock acquisition rights:
The amount to be paid upon exercise of each stock acquisition right (the “Exercise Price”) is 2,955 yen.

- Exercise period of stock acquisition rights:
From July 1, 2004 to June 30, 2009

- Other conditions for exercise of stock acquisition rights:
Each stock acquisition right may be partially exercised only if the number of shares issued or transferred
upon exercise of the stock acquisition rights is an integral multiple of the number of shares constituting one
(1) unit.

(5) Events and conditions for cancellation of stock acquisition rights:
In the event that the Company acquires unexercised stock acquisition rights, the Company may, at any time,
cancel such stock acquisition rights without any compensation.

(6) Details of favorable conditions:

The Company issued stock acquisition rights with the Exercise Price and exercise period aforementioned in Item
(4) without receipt of consideration.
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14-10, Nihonbashi Kayabacho 1~chome, Chuo-ku, TOKYO 103-8210 JAPAN
May 31, 2002
T.GOTO d
President

NOTICE OF THE 96" ANNUAL GENERAL MEETING OF SHAREHOLDERS

To Our Shareholders:

We are pleased to announce that the 96" Annual General Meeting of Shareholders of Kao Corporation (*AGM™)
will be held on June 27, 2002 at 10.00 a.m., at -3, Bunka 2-chome, Sumida-ku, Tokyo 131-8501, Japan. At the
AGM, shareholders who hold more than one thousand (1,000) shares of record as of March 31, 2002
(“Shareholders™) will be presented with the Business Report, Balance Sheet and Income Statement for the fiscal
year ended on March 31, 2002, For your reference, we have enclosed a copy of our Business Results announced
on April 22, 2002. At the AGM, Sharcholders will be asked to vate on the following agenda items: {Please
note that a shareholder is entitled to vote per unit of shares, with each unit consisting of one thousand (1,000)
shares.)

Proposal for Allocation of Profits

Purchase of the Company's Shares

Partial Amendment to the Articles of Incorporation

Election of thirteen (13) Directors (including two (2) Outside Directors)

Election of one (1) Corporate Auditor

Issuance of Stock Acquisition Rights as Stock Optlons

Payment of Retirement Allowances to Retiring Directors and Corporate Auditor

AR R o

We understand the difficulties faced by foreign shareholders to participate in shareholders meetings of Japanese
companies. As we attach great importance to your voting participation at the AGM, we have included, for your
convenience, an English summary of the Proxy Statement, the original of which in the Japanese language is
" being distributed to all registered shareholders. Furthermore, in order to simplify and expedite your voting
procedures, we also provide you with a Voting Instructions Form that can be returned to your custodian, broker
or nominee upon completion. As a Japanese company, we face strict quorum requirements for some of the

agenda items listed above. Therefore, we strongly urge each and every one of you to exercise your voting right
at the AGM.

As part of our ongoing effort to improve the quality of communications with our foreign investors and to
increase the voting participation of foreign investors at the AGM, Kao Corporation has retained Georgeson
Shareholder (“Georgeson™) as our Global Information Agent to assist us with the AGM. If you have any
questions, please contact: Cas Sydorwitz at +44-207-335-8725 or csydorowitz{@georgeson.com. Proxy
materials in the English language are available on Georgeson’s website at
http://proxy.georgeson.com/proxyinfo/kao. The same information is also posted on our website at
hitp/fwww kao.co jp/efir_e/agm/noticeindex.html.

PLEASE CONTACT YOUR BROKER OR CUSTODIAN WITH YOUR VOTING INSTRUCTIONS AS
SOON AS POSSIBLE BUT NO LATER THAN JUNE 19, 2002.

Thank you very much for your attention.

Sincerely,

Tty G
{SIN JP3205800000

Takuya Goto
S 9 :
TEgOL 648222 President and Representative Director




Kao Corporation

English Summary of the PROXY STATEMENT

The Proxy Statement in the Japanese language has been prepared for the purpose of the 96th Annual
General Meeting of Shareholders of Kao Corporation (the “AGM ™) to be held on June 27, 2002 at 10:00
a.m., at 1-3, Bunka 2-chome, Sumida-ku, Tokyo 131-8501, Japan, and is furnished to all shareholders of
Kao Corporation holding at least one Unit Share* or multiples thereof (“Shareholders™) of record as of
March 31, 2002 (the “Record Date”™).

All Shareholders have valid voting rights and are entitled to vote at the AGM. A's of the Record Date there
were 581,562 voting rights held by the Shareholders. In order to properly transact business at the AGM,
Shareholders holding at least one half of all the voting rights as of the Record Date must be present eitherin
person or represented by proxy at the AGM.

* NOTE: 4 shareholder is entitled to vote per unit of shares, with each unit consisting of one thousand
(1,000) shares.

PROPOSAL 1: PROPOSAL FOR ALLOCATION OF PROFITS

The Company realizes that it is important to ensure return of profits to its shareholders, and to enhance
long-term corporate profitability and value.

Accordingly, it is proposed that 13 Japanese Yen per share be paid to the shareholders as the year-end
dividend for the current fiscal year, which amount is the same as the interim dividend, which has
already been paid. Consequently, the total annual dividend for the current 96th fiscal year will be 26

Japanese Yen per share, which is 2 2 Japanese Yen increase per share from the previous fiscal
year's annual dividend.

Upon approval of this proposal by the Shareholders, the pay-out ratio(the dividend per share divided
by the net income per share) for this 9 6th fiscal year will be 28.18% .

The Company will consider the use of internal reserves from a long-term perspective, putting priority
on investments that reinforce existing business, further expand business areas, and promote core
business activities worldwide, thereby enhancing the overall value of the Company. Purchasing shares
from the market will also be considered.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A YOTE IN FAVOR OF THIS
PROPOSAL.

>

PROPOSAL 2: PURCHASE OF THE COMPANY’S SHARES

In order to achieve capital efficiency, to increase profit returns to shareholders and to ensure a flexible
capital policy, it is proposed that the approval of the Shareholders be obtained for the Company to
purchase from the market up to 30,000,000 common shares (representing approximately 5.02% of the
total issued and outstanding shares of the Company) at a total purchase price of no more than
80,000,000,000 Japanese Yen, during the period from the conclusion of the AGM to the conclusion of
the 97th Annual General Meeting of Shareholders next year. The proposed purchase will be carried out
in accordance with Article 210 of the Commercial Code.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL.
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PROPOSAL 3: PARTIAL AMENDMENT TO THE ARTICLES OF INCORPORATION

1. Reason for Amendment (Details of all amendments are set forth in Section 2 “Details of
Amendments” below.)

M

@

3

@

Pursuant to the “Law for Partial Amendment etc. to the Commercial Code etc.” (Law No.
79 of 2001), which was promulgated on October 1, 2001, (i) par value shares have been
abolished, (ii) the unit of share system (tani kabu) has been replaced by the Unit Share
system (tangen kabu) such that no share certificate will be issued for the number of shares
less than the denomination of a Unit Share as set forth in a company’s articles of
incorporation, (iif) the “Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock’” has been abolished, and (iv) the basis
for determining a quorum has been changed from counting the total number of issued and
outstanding shares to the total number of voting rights held by all shareholders.
Consequently, we propose to make the following changes to the Company’s current articles
of incorporation (the “Articles of Incorporation™): Article 6 be deleted, and Articles 7 and 8,
Article 9, Paragraph 3, Article 16, Paragraph 1, and Article 22, Paragraph 1 be amended in
order to reflect the above changes and other necessary changes.

Furthermore, digitization of corporate documents is now permitted by the “Law for Partial
Amendment to the Commercial Code, etc.” (Law No. 128 0f2001) promulgated on April 1,
2002, Therefore, the necessary amendments are to be made to Articles 10, 26, and 27 of the
Articles of Incorporation.

Pursuant to the “Law for Partial Amendment to the Commercial Code and the Law
Concerning Special Rules of the Commercial Code with Respect to Audits etc. of
Kabushiki-Kaisha” (Law No. 149 of 2001), which was promulgated on May 1, 2002, the
term of the office of corporate auditor has been extended to four (4) years, and companies
may include in their articles of incorporation limitation of liability provisions to limit
certain liabilities of directors and corporate auditors, as well as provisions concerning
limited liability agreements with outside directors in accordance with the applicable laws
and regulations. Consequently, in order to provide a fair measure of protection to directors
and corporate auditors so that they may effectively perform their expected duties, Article 22,
Paragraph 2 of the Articles of Incorporation is to be amended, and provisions on the
limitation of the liabilities of the directors and the corporate auditors under certain
conditions are to be newly introduced under Article 19, Paragraph 1, and Article 23.
Furthermore, in order to promote the presence and participation of outside directors, Article
19 will also include a provision on the execution of limited liability agreements with
outside directors in accordance with relevant laws and regulations. Under ne
circumstances will a director or a corporate auditor who has acted in bad faith or with
gross negligence have his/her liabilities limited by the Company.

Moreover, a supplementary provision to the Articles of .Incorporation will be inserted to
clarify that the change in the term of the office of corporate auditor will take effect starting
with the corporate auditors elected at the 97th Annual General Meeting of Shareholders
next year.

As a result of the redemption of 31,406,000 shares of the Company’s common stock in
accordance with the “Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock™ and Article 6 of the Articles of
Incorporation, the total number of shares authorized to be issued by the Company has been
reduced to 968,594,000 shares. Article 5 of the Articles of Incorporation is to be amended
to restore the total number of shares authorized to be issued by the Company to one billion
(1,000,000,000) shares.
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Article 10, Paragraph 2 is a new provision which states that the general meeting of
shareholders may be held in any ward in Tokyo.

As a result of the implementation of the Executive Officer System and other reform
measures to enhance the monitoring function of the board of directors, Article 15 of the
Articles of Incorporation, which states that the number of directors should be 28 or less, has
become obsolete, and we propose that such article be deleted. Similarly, as a result of the
amendment to the Commercial Code and the “Law for Special Rules to the Commercial
Code with Respect to Audits etc. of Kabushiki-Kaisha,” Article 21, Paragraph 1 of the
Articles of Incorporation has become obsolete, and we propose that such article also be
deleted. Article 21, Paragraph 2 of the Articles of Incorporation will be moved and re-
numbered as Article 20, Paragraph 3 of the amended Articles of Incorporation.

As aresult of the above amendments, the numbering of the articles will be changed as
necessary.

The board of corporate auditors unanimously resolved to agree that the board of directors submit to the
Shareholders for their approval at the AGM the proposal to permit the Company to limit the liabilities
of the directors under certain circumstances and to enter into a limited liability agreement with each of

the outside directors.

2. Details of Amendments

The following changes are to be made to the Articles of Incorporation:

(Underlined parts are to be changed)

Current Articles of Incorporation (Extracts)

Proposed Amendment

(Total Number of Shares Authorized to be
Issued by the Company)

Article 5.

The total number of shares authorized to be
issued by the company shall be one billion
(1,000.000.000)" shares; provided, however,
that if the redemption of shares should be
effected, the number of shares corresponding to
such redemption shall be decreased.

" See Section 1, Sub-section (4) above.

(Total Number of Shares Authorized to be
Issued by the Company)

Article §.

The total number of shares authorized to be
issued by the company shall be one billion
(1.000.000.000) shares; provided, however,
that if the redemption of shares should be
effected, the number of shares corresponding to
such redemption shall be decreased.

(Redemption of Treasury Shares)

Article 6.
Effective June 30, 1999, the company may. by
resolution of the Board of Directors, purchase

treasury shares out of profits in order to redeem
its shares, up to the limit of 62,000,000 shares,

{Deleted)
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Current Articles of Incorporation (Extracts)

Proposed Amendment

(Amount of Each Par Value Share and
Number of Shares as One Unit)

Article 7.

1. The amount of each of the par value shares to
be issued by the company shall be fifty yen

(¥50).

2. One unit of shares of the company's stock
shall comprise one thousand (1.000) shares.

(Amount of Each Unit Share and Non-

Issuance of Share Certificates for Shares Less
than One Unit Share)

Article 6.
1. One Unit Share (rangen kabu) of the

company'’s stock shall comprise one thousand
(1.000) shares.

2. The company shall not issue any share
certificate for shares less than one Unit Share

unless otherwise set forth in the Rules for
Handling of Shares.

(Rules for Handling of Shares)

Article 8.

Kinds of share certificates of the company, the
registration of transfer of share ownership,
purchases of shares of less than one unit, other
handling of the shares and fees therefore shall
be in accordance with the Rules for Handling
of Shares as established by the Board of
Directors.

(Rules for Handling of Shares)

Article 7.

Kinds of share certificates of the company, the
registration of transfer of share ownership,
purchases of shares of less thanone Unit Share,
other handling of the shares and fees therefore
shall be in accordance with the Rules for
Handling of Shares as established by the Board
of Directors.

(Transfer Agent)

Article 9.
1. The company shall have a transfer agent in
connection with its shares.

2. Selection of the transfer agent and its
business office shall be made by resolution of
the Board of Directors and shall be notified by
a public notice.

3. The shareholder register of the company
(including register of shareholders in substance
- the same will apply hereinafter) shall be kept
at the business office of the transfer agent, and
the registration of transfer of share ownership,
the registration of a pledge or the indication of
property in trust and a cancellation thereof, an
application for non-issuance of share
certificate, the deliveries of share certificate,
the acceptance of notifications, purchases of
shares less than one unit and other business
connected with the shares shall be handied by
the transfer agent and not by the company.

(Transfer Agent)

Article 8.
1. (Unchanged)

3

2. (Unchanged)

3. The shareholder register of the company
(including register of shareholders in substance
- the same will apply hereinafter) shall be kept
at the business office of the transfer agent, and
the registration of transfer of share ownership,
the registration of a pledge or the indication of
property in trust and a cancellation thereof, an
application for non-issuance of share
certificate, the deliveries of share certificate,
the acceptance of notifications, purchases of
shares less than one Unit Share and other
business connected with the shares shall be
handled by the transfer agent and not by the
company.
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Current Articles of Incorporation (Extracts)

Proposed Amendment

(Record Date)

Article 10.

1. The company deems those shareholders
who are Jisted in the shareholder register as of
the end of each financial year of this company
(including shareholders in substance - the same
will apply hereinafter) as the shareholders
entitled to exercise shareholder's rights at the
ordinary general meeting of shareholders at the
end of the financial year of this company.

2. Inaddition to the provisions contained in the
preceding paragraph and in the Articles of
Incorporation, when necessary, upon prior
notice and in  accordance with a resolution of
the Board of Directors, those sharcholders,
pledgees, and trustees of the trust assets listed
in the shareholder's register as of any relevant
date, shall be entitled to exercise their
respective rights.

(Record Date)

Article 9.

1. The company deems those shareholders
who are listed or recorded in the shareholder
register as of the end of each financial year of
this company (including shareholders in
substance - the same will apply hereinafter) as
the shareholders entitled to exercise
shareholder's rights at the ordinary general
meeting of shareholders at the end of the
financial year of this company.

2. In addition to the provisions contained in the
preceding paragraph and in the Articles of
Incorporation, when necessary, upon prior
notice and in accordance with a resolution of
the Board of Directors, those shareholders,
pledgees, and trustees of the trust assets listed
or recorded in the shareholder's register as of
any relevant date, shall be entitled to exercise
their respective rights.

(Convening)

Article 11.

The ordinary general meeting of shareholders
of the company shall be convened within three
(3) months from the day following the closing
date of each business year, and an
extraordinary general meeting of shareholders
shall be convened whenever necessary.

(New provision)

(Convening)

Article 10.
1. (Unchanged)

2. The general meeting of shareholders may be
convened in any ward in Tokyo.

(Articles 12, 13, and 14 will be re-numbered as
Articles 11, 12, and 13, respectively.)

(Number of Directors}

Article 15, (Deleted)
The company shall have not more than twenty

| eight (28) Directors.
(Election) (Election)
Article 16. Article 14.

1. Directors shall be elected at a general
meeting of shareholders by an affirmative vote
of a majority of votes of the shareholders
present which shareholders present hold shares

representing one-third (1/3) or more of the total

number of jssued shares.

2. Cumulative voting shall not be used for the
election of Directors.

1. Directors shall be elected at a general
meeting of shareholders by an affirmative vote
of a majority of votes of the shareholders
present which shareholders present hold shares

representing one-third (1/3) or more of the total
number of voting rights of all shareholders.

2. (Unchanged)
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Current Articles of Incorporation (Extracts)

Proposed Amendment

(Articles 17, 18, 19, and 20 will be re-
numbered as Articles 15, 16, 17, and 18,
respectively.)

(New provisions)

(Limitation of Directors’ Liabilities)

Article 19,

1. The company may. by resolution of the
Board of Directors and if it considers
particularly necessary. limit the liabilities of a

Director (including a former Director) in
respect of hig/her liabilities arising out of acts
specified under Article 266, Paragraph 1. Item
5 of the Commercial Code: provided that such
Director must have acted in good faith and
duties and provided that such limitation of the
liabilities will be in accordance with the
parameters set forth in applicable laws and
regulations. In making its determination. the
Board of Directors musttake into account the
matter giving rise to such liabilities. and
examine the standard of conduct of the Director
and other circumstances.

2, The company may enter into an agreement
with each of the Qutside Directors to the effect
that any liability of such Outside Director
arising out of acts specified under Article 266,
Paragraph 1. Item 5 of the Commercial Code
shall be limited to the higher of (i) a prescribed
amount that is no less than and including ten
(10) million ven, or (ii) an amount set by
applicable laws and regulations; provided that
such Outside Director must have acted in good
faith and without gross negligence in
performing his/her duties.

{(Number of Corporate Auditors and Full-
Time Corporate Auditors)

Article 21,
1. The company shall have not more than four

(4) Corporate Auditors.

2. Corporate Auditors shall appoint full-time
Corporate Auditor(s) by electing them from

among themselves,

(Paragraph 1 deleted)

(Paragraph 2 will be moved and re-numbered
as Article 20, Paragraph 3.)
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Current Articles of Incorporation (Extracts)

Proposed Amendment

(Election and Term of Office}

Article 22.

1. Corporate Auditors shall be elected ata
general meeting of shareholders by an
affirmative vote of a majority of votes of the
shareholders present which shareholders

present hold shares representing one-third (1/3)

or more of the total number of issued shares.

2. The term of office of Corporate Auditors
shall expire at the conclusion of the ordinary
general meeting of shareholders for the
business year the end of which falls within
three (3) years from their assumption of office.

(Paragraph 3 moved from Article 21,
Paragraph 2)

(Election, Term of Office and Full-time
Corporate Auditors)

Article 20.

1. Corporate Auditors shall be elected ata
general meeting of shareholders by an
affirmative vote of a majority of votes of the
shareholders present which shareholders
present hold shares representing one-third (1/3)

ot more of the total number of voting rights of
all shareholders.

2. The term of office of Corporate Auditors
shall expire at the conclusion of the ordinary
general meeting of shareholders for the
business year the end of which falls within four
(4) years from their assumption of office.

3. Corporate Auditors shall appoint full-time
Corporate Auditor(s) by electing them from
among themselves.

(Articles 23 and 24 will be re-numbered as
Articles 21 and 22, respectively.)

(Newprovision)

(Limitation of Corporate Auditors’Liabilities

Article 23.

The company may, by resolution of the Board
of Directors and if it considers particularly
necessary, limit the liabilities ofa Corporate
Auditor (including a former Corporate
Auditor) in respect ofhis/her liabilit ies arising
out of acts specified under Article 277 of the
Commercial Code; provided that such
Corporate Auditor must have acted ingood
faith and without gross negligence in
performing his/her duties and provided that
such limitation of the liabilities will be in
accordance with the parameters set forth in
applicable laws and regulations. In making its
determination, the Board of Directors must
take into account the matter giving rise to such
liabilities, and examine the standard of conduct

of the Corporate Auditor and other
circumstances,

(Article 25 will be re-numbered as Article 24)
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Current Articles of Incorporation (Extracts) Proposed Amendment
(Dividends) (Dividends)
Article 26. Article 25.

Dividends shall be paid to the shareholders, Dividends shall be paid to the shareholders,
registered pledgees, or trustees of properties in | registered pledgees, or trustees of properties in
trust listed in the shareholder register as of the | trust listed or recorded in the shareholder

last day of each business year. register as of the last day of each business vear.
(Interim Dividends) (Interim Dividends)

Article 27. Article 26.

The company may distribute by resolution of | The company may distribute by resolution of
the Board of Directors, moneys (interim the Board of Directors, moneys (interim
dividends) as set forth in Article 293-5 of the | dividends) as set forth in Article 293-5 of the
Commercial Code, to the shareholders, Commercial Code, to the shareholders,
registered pledgees or trustees of properties in | registered pledgees or trustees of properties in
trust listed in the shareholder register as of trust listed or recorded in the shareholder
September 30th of each year. register as of September 30th of each year.

(Articles 28 and 29 will be re-numbered as
Articles 27 and 28, respectively.)

(Newprovision) Supplementary Provision

Notwithstanding Article 20, Paragraph 2,
Carporate Auditors who are in office prior to
the conclusion of the ordinary general meeting

of shareholders for the business year ending on
March 31, 2003 will remain in office until the

completion of his/her respective three-year

term. This Supplementary Provision shall be
deleted upon the retirement of all such

Corporate Auditors.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL.

PROPOSAL 4: ELECTION OF THIRTEEN (13) DIRECTORS (INCLUDING TWO (2)
OUTSIDE DIRECTORS)

The terms of office of all eighteen (18) incumbent directors will expire at the conclusion of the AGM.
In order to further improve the management structure and continue to carry out system reforms so as to
achieve fair and transparent management and to best serve the interests of shareholders, the Company
desires to introduce the Executive Officer System and elect outside directors, thus enhancing
management supervisory functions and enabling speedier management decisions and enforcement of
business activities. Accordingly, it is proposed that a total of thirteen (13) directors be elected,

including two (2) outside directors.

Provided below is the relevant personal information of and present position held by each of the

nominees.
No Name and Present Position (held since)
Date of Birth
1 | Takuya Goto June 1997 President and Representative Director
August 19, 1940
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September 10, 1949

No Name and Present Position (held since)
Date of Birth
June 2000 Senior Managing Director and Representative Director
2 | Toshio Hoshino April 2002 General Manager of International Consumer Products Division,
December 22, 1944 in charge of Accounting & Finance Division and EVA
promotion
June 2000 Managing Director and Representative Director,
3 | Takahiko Kagawa President and Representative Director of Kao Hanbai
August 22.1944 Company, Ltd.
: June 2000 Managing Director
: April 2002 General Manager of Production &Engineering Division,
4 | Yasuo Idemitsu General Manager of Environment & Safety Division, in charge
February 14, 1942 of Product Safety & Quality Assurance Division and TCR
promotion
June 1994 Director
February 1998 General Manager of Purchasing Division
5 | Akio Tsuruoka February 1999 In charge of Risk Management Department
October 17, 1944 June 2000 In charge of Information System Division
April 2002 In charge of Auditing Department
6 | Shozo Tanaka June 1996 Director
October 30, 1943 February 1998 General Manager of Personal Care Products Business Division
7 | Kuniaki Watanabe February 1998 General manager of Chemical Business Division
September 5, 1942 June 1998 Director,
June 2000 Director
8 | Nobuatsu Higuchi May 2002 General Manager of International Consumer Products Division
July 24, 1943 (China Region)
Chairman and President of Kao Corporation Shanghai
9 | Naotake Takaishi June 2000 Director, General Manager of Research & Development
August 17, 1943 Division
10 | Motoki Ozaki' April 2002 General Manager of Household Products Business Division
June 6, 1949
11 | Shunichi Nakagawa' | June 1992 General Manager of Legal Department
June 19, 1949
12 | Akishige Okada ' April 2001 Chairman of the Board, Sumitomo Mitsui Banking Corporation
April 9, 1938
May 1995 Member. Board of Directors, Korn/Ferry International
13 | Sakie T. Fukushima'?

(in the U.S.)

September 2000 Representative Director and Regional Managing

Director-Japan, Korn/Ferry International (in Japan)

Note 1: Mr. Ozaki, Mr. Nakagawa, Mr. Okada, and Ms. Fukushima are newly nominated.
Note 2: Article 188, Paragraph 2, Item 7-2 of the Commercial Code sets forth the qualifications
for outside directors. Mr. Okada and Ms. Fukushima satisfactorily meet such

qualifications,

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS

PROPOSAL.

PROPOSAL 5: ELECTION OF ONE (1) CORPORATE AUDITOR

The Company currently has four (4) corporate auditors, including two (2) outside corporate auditors.
As of the conclusion of the AGM, the term of office of one of the non-outside corporate auditors, Mr.
Kikuhiko Okamoto, will expire. It is proposed that a non-outside corporate auditor be elected so that
the Company will maintain a body of four (4) Corporate Auditors.
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The submission of this proposal to the AGM was approved by the board of corporate auditors.

Provided below is the relevant personal information of and present position held by the nominee.

Name and Date of Birth Present Position (held since)
Iwao Inoue June 2000 Director
April 9, 1943 February 2001 General Manager of Accounting & Finance Division

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS

PROPOSAL.

PROPOSAL 6: ISSUANCE OF STOCK ACQUISITION RIGHTS AS STOCK OPTIONS

It is proposed that the Company issue stock acquisition rights as stock options (the “Stock Acquisition
Rights”) pursuant to Articles 280-20 and 280-21 of the Commercial Code and in accordance with the
following conditions aiming to align the interests of the directors and employees of the Company and
its affiliates with the interests of the shareholders and to increase the value of the Company.

M

@

&)
Q)

Up to 620,000 shares of the Company’s common stock (representing approximately
0.10% of the total issued and outstanding shares of the Company) may be issued or
transferred upon the exercise of the Stock Acquisition Rights. The shares to be issued or
transferred upon the exercise of the Stock Acquisition Rights are common stock of the
Company. In case of adjustment to the Allotted Number of Shares (as defined in (2)
below) in accordance with (2) below, the number of shares to be issued or transferred
upon the exercise of the Stock Acquisition Rights will be equal to the product of (i) the
Allotted Number of Shares after the relevant adjustment and (ii) the aggregate number of
Stock Acquisition Rights.

The Company may issue up to 620 Stock Acquisition Rights. The number of shares per
Stock Acquisition Right (the “Allotted Number of Shares™) will be 1,000 shares;
provided, however, in the event that the shares are split or consolidated, the Allotted
Number of Shares will be adjusted proportionately in accordance with the ratio of the
split or consolidation of the shares.

The Stock Acquisition Rights will be issued without receipt of consideration.

The amount to be paid upon exercise of each Stock Acquisition Right will be an amount
equal to the product of the Exercise Price (as defined in the next paragraph) and the
Allotted Number of Shares.

The Exercise Price is the greater of (i) the product of 1.05 and the average of the daily
closing prices of the common stock of the Company in regular trading on the Tokyo
Stock Exchange during the calendar month immediately prior to the calendar month in
which the Stock Acquisition Rights are issued (such issue date will be referred to as the
“Issue Date”) (any fraction less than one (1) yen resulting from such calculation will be
rounded up to the nearest yen), or (ii) the closing price of the common stock of the
Company in regular trading on the Tokyo Stock Exchange as of the Issue Date.

In the event that after the issuance of the Stock Acquisition Rights, the Company issues
new shares or disposes of the shares held by the Company at a price that is below the
market price of the Company’s common stock (except in the case of (i) the exercise of
any stock acquisition rights (including the Stock Acquisition Rights), (ii) the transfer of
the purchased shares to holders of Stock Options granted in accordance with the

.10.
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Adjusted
Exercise Price ~

©)

©

9

®)

©®

resolution of the 95th Annual General Meeting of Shareholders, and (iii) the conversion
of the convertible bonds previously issued), the Exercise Price will be adjusted in
accordance with the following formula (any fraction less than one (1) yen resulting from
such adjustment will be rounded up to the nearest yen):

Number of Number of Paid-in Value
. Newly Issued X
Previously h . Per Share
Issued Shares* + Shares
Exercise Price x Market Price
before Number of Number of
Adjustment Previously Issued Shares + Newly Issued Shares

* The Number of Previously Issued Shares means the number of shares of the Company’s
common stock issued and outstanding less the number of shares of the Company’s
common stock held by the Company.

** In the case of disposition of the shares of the Company’s common stock held by the
Company, the Number of Newly Issued Shares means the number of shares to be
disposed.

Furthermore, in case of split or consolidation of shares, the Exercise Price will be
adjusted proportionately in accordance with the ratio of the split or consolidation (any
fraction less than one (1) yen resulting from such adjustment will be rounded up to the
nearest yen).

The exercise period of the Stock Acquisition Rights will be from July 1, 2004 to June 30,
2009.

Each Stock Acquisition Right may be partially exercised only if the number of shares to
be issued or transferred upon exercise is an integral multiple of the number of shares
constituting one (1) Unit Share (as defined in the Articles of Incorporation of the
Company).

Upon acquiring unexercised Stock Acquisition Rights, the Company may, at any time,
cancel such Stock Acquisition Rights without any compensation.

Any assignment of the Stock Acquisition Rights will be subject to prior approval by the
board of directors of the Company. :

Each Stock Acquisition Rights holder will be required to enter into The Agreement
Concerning Allotment of Stock Acquisition Rights with the Company, which will set
forth reasonable exercise restrictions that are determined by the board of directors to
ensure that the exercise of the Stock Acquisition Rights serves the intended purpose
thereof, namely, the issuance of the Stock Acquisition Rights as stock options.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS

PROPOSAL.

~11.
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PROPOSAL 7: PAYMENT OF RETIREMENT ALLOWANCES TO RETIRING DIRECTORS
AND CORPORATE AUDITOR

In order to reward the services of the retiring nine (9) directors and one (1) corporate auditor, it is
proposed that retirement allowances within the scope provided for in the Company’s internal
regulations be paid to the directors and the corporate auditor who are retiring at the conclusion of the
AGM.

The specific amount, timing, and method of payment of the retirement allowances will be
determined by the board of directors for the retiring directors, and by the corporate auditors based on
mutual consultation for the retiring corporate auditor.

As of July 2001, in an attempt te carry out managerial reforms, the Company has ceased the
practice of maintaining a reserve fund for retirement allowances. Accordingly. the retirement

allowances pursuant to this proposal will be rewarded to the retiring directors and corporate
auditor for their services from their assumption of office until June 30, 2001.

The estimated amount of the retirement allowances will not exceed 175,000,000 Japanese Yen.

Provided below is the career summary of each of the retiring directors and corporate auditor.

Name Career Summary
Masanori Sakata June 1988 Director
July 1991 Managing Director (present position)
Kunihiko Hachiya June 1984 Director
June 1994 Managing Director (present position)
Toshio Hirasaka June 1992 Director (present position)
Moriyasu Murata June 1994 Director (present position)
Shigeo Yamada June 1996 Director (present position)
Masatoshi Kitahara June 1996 Director (present position)
Tadao Matsumoto June 1996 Director (present position)
Iwao Inoue June 2000 Director (present position)
Tetsuya Imamura June 2000 Director (present position)
Kikuhiko Okamoto June 1999 Corporate Auditor (present position)

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS
PROPOSAL.

.12.
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VOTING INSTRUCTION FORM

To: (shareholder’s custodian, broker or nominee)
Fax No: Attn:  Corporate Actions / Proxy Department

CC: Kao’s Global Information Agent. Georgeson Shareholder
Fax No: +44.207-335-8773

From: (shareholder’s name and organization)

Shareholder’s Account Details:

Accountholder’s Name:

Account No:
Shareholder’s Details:
No. of Shares held as of 31 March 2002:

NOTE: A shareholder is entitled to vote per unit of shares, with each unit consisting of one thousand (1,600)
shares.

ISIN: JP3205800000 SEDOL: 6483809 TSE: 4452
Re: 96" Annual General Meeting of Shareholders of Kao Corporation to be held on June 27,2002
(“AGM”).

To custodian, broker or nominee:

Dear Sir / Madam:

We have not yet received a ballot in respect of the above account in which we hold shares of Kao Corporation,
and are therefore hereby transmitting our voting instructions for the above meeting. We hereby authorize
you to act upon these instructions, to transmit them onward where necessary to your local custodian or other
agent in Japan, and to take such other actions as you deem necessary to ensure that the following votes are
duly cast. These voting instructions are given in respect of any and all Kao Corporation shares held in the
above account as of the record date of March 31, 2002. '

AGENDA ITEM VOTE
FOR AGAINST

1. Proposal for Allocation of Profits 0O 0
) Purchase of the Company's Shares O O

Partial A mendment to the Articles of 0 O
3. | Incorporation™
4. | Election of thirteen (13) Directors (including two O

(2) Outside Directors) (Except for #————) O
5. | Election of one (1) Corporate Auditor O O

Issuance of Stock Acquisition Rights as Stock 0 O
6. | Options -

Payment of Retirement Allowances to Retiring 0 0
7._| Directors and Corporate Auditor

* If the vote “FOR” is not a vote in favor of the entire slate, please indicate the nominees to be excluded
from the favorable vote by writing in the provided space the number(s) corresponding to the name(s) of
such nominee(s) appearing in Proxy Statement Proposal #4.

Authorized Signature: Date:

For any inquiries, please contact: Cas Sydorwitz at +44-207-335-8725 or csydorowitz@georgeson.com
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Kao Corporation Reports Business Results

Tokyo, April 22, 2002 - Kao Corporation today announced its consolidated and
nonconsolidated business results for the fiscal year ended March 31, 2002. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

1. CONSOLIDATED BASIS

Consolidated Financial Highlights (Unaudited)
Millions of

Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2002 2001 % change 2002
Net sales 839.0 821.6 2.1 6296.6
Operating income 111.7 107.0 43 838.5
Ordinary income 113.5 111.8 1.5 8524
Net income 60.2 59.4 1.4 452.3
Total assets 772.1 783.7 (1.5) 5,794.7
Total shareholders' equity 459.7 462.9 (0.7) 3450.1
Yen U.S. Dollars
Per share:
Net income 100.43 96.69 39 0.75
Cash dividends 26.00 24.00 8.3 0.20
, %
YEAR ENDED MARCH 31 2002 2001
Operating margin 13.3 13.0
Net income to total
shareholders’ equity (ROE) 13.1 12.7

Consolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, is 870.0 billion yen
(US$6,529.0 million) in net sales, 114.0 billion yen (US$855.5 million) in operating
income, 114.0 billion yen (US$855.5 million) in ordinary income and 62.0 billion yen
(US$465.3 million) in net income. Net income per share is expected to be 105.12 yen
(US$0.79).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 iIncr/(Der)
Like-for-like
Consumer Products 626.0 607.8 3.0 1.3 88.7 86.1 2.6
Cosmetics (Sofina) 74.1 72.5 22 2.1 47 2.8 1.9
Chemical Products 162.8 167.8  (3.0) 6.3) 17.7 17.7 0.0
Corporate/Eliminations (23.9) (26.6) - - 04 04 0.0

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 Incr/(Der)
Like-for-like
Consumer Products 4,698.3 4561.5 3.0 1.3 666.1 646.2 19.9
Cosmetics (Sofina) 556.7 544.7 22 2.1 36.0 21.2 14.7
Chemical Products 1,221.8 1,260.0 (3.0) (6.3) 1329 1329 0.0
Corporate/Eliminations (180.1) (200.1) - - 35 34 0.0

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen
SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 1Incr/(Der)

Like-for-like
Japan 648.1 6554  (L.1) (1.1) 951 94.3 0.8
Asia 93.4 g84.1 111 5.5 8.3 6.8 1.5
Europe and Americas 122.8 105.2  16.7 5.0 7.8 59 1.9
Corporate/Eliminations (25.5) 232) - - 0.3 0.0 0.2

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 1ncr/(Dcr)
Like-for-like
Japan 4864.4  4919.1 (1.1) (1.1) 7144  707.8 6.6
Asia 701.7 6314 11.1 5.5 62.8 511 11.7
Europe and Americas 9223 790.1 16.7 5.0 59.0 44.4 14.7
Corporate/Eliminations (191.8) (1746) - - 23 0.5 1.8

Notes
1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 29,
2002, of yen 133.25=USS$1, solely for convenience.

2. Like-for-like growth rates exclude the effect of the currency effect on overseas related 1o translation of local
currencies to the Japanese yen.
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars

YEAR ENDED MARCH 31 2002 2001 % change 2002
Net sales 654.1 660.4 (0.9) 4,909.4
Operating income 92.4 92.3 0.1 693.5
Ordinary income 98.5 98.3 0.1 739.3
Net income 55.5 522 6.3 416.6
Total assets 671.0 707.3 (5.1) 5,035.7
Total shareholders' equity 459.8 480.7 4.3) 3,451.2
Yen U.S. Dollars

Per share:
Net income 92,25 84.72 8.9 0.69
Cash dividends 26.00 24,00 8.3 0.20
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 29,
2002, of yen 133.25=US$1, solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, is 655.0 billion yen
(US$4,915.6 million) in net sales, 98.0 billion yen (US$735.5 million) in ordinary
income and 56.0 billion yen (US$ US$420.3 million) in net income.

Forward-Looking Statement :

This release contains forward-looking statements that are based on management’s estimates, assumptions
and projections at the time of release. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity and currency fluctuation, could
cause actual results to differ materially from expectations.

For further information, please contact:
Kazuyoshi Aoki

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-7103

E-mail: ir@kao.co.jp
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1. MANAGEMENT POLICIES
1. Basic Management Policies

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to achieve profitable growth
by winning the support and trust of customers not only in Japan, but also in markets all
over the world, and to carry out a sustained effort to augment corporate value. We view
the expansion of corporate value as closely linked to securing profits for shareholders.
We recognize that the following items are significant in the achievement of consistent
increase in corporate value over the long term: cultivation of a corporate culture that is
oriented toward continuous reform and adaptation according to changes in the
operational environment, that allows full demonstration of individual abilities resulting
in a high level of employee satisfaction b'ased on fair performance evaluation, and, that
makes a commitment to maintaining openness as an enterprise conscious of issues
regarding environmental preservation and of the need for compliance with corporate

ethics.

2. Management Measure Used as a Target

The Company has adopted EVA (Economic Value Added)* as its primary management
measure of true profit by including the cost of invested capital as a factor. We are
convinced that long-term, sustainable growth of EVA is closely connected to growth in
corporate value, which benefits not only shareholders but also all other stakeholders in

the long view.

Kao makes every effort to focus on management activities to achieve growth of EVA.
EVA is also widely utilized in determining the direction of long-term management
strategies, for evaluation of M&A activities and capital investments, for assessments of
specific businesses, and in developing performance targets for each fiscal year. To build
motivation, levels of achievement of targeted year-on-year improvement in EVA are

used to determine a portion of bonuses for executives and employees.

EVA is a registered trademark of Stern Stewart & Co.
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3. Basic Policies Regardi istributi fit

In its dividends to shareholders, Kao seeks to increase per-share profit to achieve
continuous increase in per-share dividends of approximately 30% of net income. In its
use of free cash flow, the Company strives to increase future corporate value primarily
through investment in existing core businesses for further expansion and new business
development, and M&A activity, and by undertaking measures, including share

repurchase to increase returns to shareholders, with a long-range point of view and

investment efficiency uppermost in mind.

Positioning the businesses of consumer products, cosmetics and chemical products as
our core businesses, we strive for business growth with a focus on research and
development of products of excellent value and outstanding performance to meet

consumers’ real needs.

Faced with slow growth due to the maturation of domestic markets in our existing
businesses, the Company intends to invest management resources to reinforce current
powerful brands while developing new products that will create new market segments.
And as we work to expand our core business platforms, we also make efforts to develop

lines of businesses in new fields such as health care.

Overseas, Kao will assign the highest priority to business expansion in the Asia region,
which is a growth market, while increasing business activity in North America and
Europe. To achieve these goals, we are positively considering further M&A activity and

entering into strategic business alliances.

In addition to the above policies, Kao will continue management reform efforts in
response to changes in the operating environment. The Company will make consistent
efforts to reduce costs and raise operational efficiency, thus achieving sustained EVA

growth.




Kao Corporation
News Release April 22, 2002

5. Re nage t et t ce

To strengthen corporate governance and realize high levels of fairness and transparency
in management, the Company will carry out further reform of our management structure.
Kao is adding two external directors to strengthen the Board of Directors’ supervision
of management while concurrently reducing total membership from 18 to 13 to
invigorate the activity of the Board. In addition, an executive officer system will be
adopted to separate management and execution functions. In connection with these
moves, we will discontinue the Management Advisory Committee. Further, to promote
speedier decision-making and execution, we will take measures to promote delegation

of authority and responsibility and revise rules guiding decision-making.

Furthermore, Kao revised its compensation system for Board members in the previous
fiscal year to further align their interests with those of shareholders and directors and
facilitate an increase in corporate value. Specifically, this includes the introduction of a
stock option plan for directors, expansion of the performance-linked portion of
compensation for directors, and cessation of future provision of allowance for directors’

retirement.

In this fiscal year, the company will broaden its stock option system to include
executive officers, senior employees and executives at affiliated companies and other

relevant employees.
6. Issues for Man ent

With the operating environment becoming increasingly difficult and subject to
anticipated drastic changes, the company must redouble its aggressive reform efforts.
Along with this, based on our principles as a manufacturer that concentrates on the true
satisfaction of customers as well as the development of products of excellent value and
outstanding performance, we will focus our management resources strategically and

aggressively on developing and nurturing strong brands.
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We will aim for continuous profitable growth by taking the following operating
initiatives: increasing market share of core brands; development. of products that create
new market segments; development and nurture of new businesses; and reinforcement

of overseas business.

Profoundly aware that unethical actions risk the very existence of an enterprise, we will

consistently conduct management activities in thorough compliance with corporate

ethics and reinforce risk management activities.

Kao is aware of the need for a larger number of investors to participate in the trading of
its shares to enhance their liquidity and have them traded at appropriate price levels in
the stock market. Among shares listed on the Tokyo Stock Exchange, Kao shares have a
high level of liquidity. It is thought that reducing the number of shares in each lot would
be a useful means of having more investors purchase company shares. Doing this,
however, would entail not only such initial costs as printing stock certificates, it would
also mean increased annual expenses such as agency commissions and mailing expenses.
At this point, from the cost-benefit point of view, we have not verified that reducing the
size of the share lots would be accompanied by increased profit for all shareholders. The
company will continue to observe market trends and carefully consider whether or not

such a move would be in the best interests of shareholders.
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2. CONSOLIDATED BUSINESS RESULTS
1 ary of Busine esult: t i der Revi

In the fiscal year ended March 31, 2002, the slow-down of the U.S. economy led to
global economic stagnation. Although there were signs of recovery in the U.S. and some
other countries in the second half of the period, the Japanese economy continued to
struggle throughout the year despite some recovery in such indices as exports and
production. Corporate revenues sharply declined, which led to reduced investment in
plant and equipment, the employment situation worsened, and consumer spending

continued to drop.

Consolidated net sales rose by 17.3 billion yen to 839.0 billion yen, a 2.1% increase
from the same period of the previous fiscal year. Excluding a positive currency
translation effect of 15.6 billion yen on overseas sales due to the weakening yen, actual
sales growth would be 0.2%. Sales in domestic businesses fell year-on-year, as
consumer product sales were adversely affected by declining prices and a sluggish
market, and sales in the chemical products business sagged due to an economic slump.
Overseas, healthy sales growth was posted in both consumer products and chemical
products, especially in North America and Europe, despite a challenging operating

environment.

Consolidated operating income increased 4.3% year-on-year to 111.7 billion yen, and
the ratio of operating income to sales further improved to 13.3%. Operating income in
Japan increased by 0.8 billion yen to 95.1 billion yen year-on-year. This was largely due
to cost-reductions, efficient spending, and reduced depreciation expenses, which offset
the effects of declining prices in consumer products and decrease in sales, reflecting a
large drop in demand in the chemical products business in Japan. Operating income
from overseas businesses rose by 3.5 billion yen to 16.2 billion yen on the back of profit
contributions from the personal care products business in North America and Europe

and from the chemical products business in Asia.
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Consolidated ordinary income was 113.5 billion yen, a rise of 1.7 billion yen from the
previous year. Net income increased by 0.8 billion yen to 60.2 billion yen.
Nonoperating income from equity in the earnings of affiliates and foreign exchange gain
" declined from the previous year. Despite extraordinary losses recorded as a result of
restructuring of Kao (Taiwan) Corporation and the dissolution of Novartis Kao Co.,
Ltd. , net income was higher than the forecasts of October 22, 2001.

Solid growth was achieved in net income per share at 100.43 yen due to increase in net

income and repurchase of approximately 20 million shares from the market.
Summary of Results by Business Segment

Sales of consumer pfoducts and chemical products in Japan edged downward from the
level of the previous fiscal year, but healthy growth was achieved in cosmetics. Solid
sales growth was posted in each business segment overseas partly due to the positive

currency translation effect.

Although the chemical products business in Japan was adversely affected by a serious
economic slump, operating income remained at the same level as the previous year.

However, operating income from other business segments achieved an increase.
(1) Consumer Products Business

Net sales of consumer products rose 3.0% from the previous fiscal year to 626.0 billion
yen. Although sales in Japan declined 0.6% year-on-year, sales overseas rose due to
such factors as addition of PT. Kao Indonesia as a new consolidated subsidiary, the
influence of the weaker yen, and the contribution of new products in North America and

Europe. Actual like-for-like growth in sales on a local currency basis was 1.3%.

Operating income in Japan favorably increased. Overseas, solid growth in operating
income was posted in North America and Europe; however, there was a decline in Asia.

As a result, operating income rose by 3.1% to 88.7 billion yen.
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1) Japan

In the overall market in Japan, expansion of floor space at retail stores has stopped and
depreciation is slowing down, but sales declined year-on-year in value. In this
environment, Kao stepped up marketing and sales efforts at each chain store and in each
region. The marketing of new and improved products helped activate markets, and a
strong effort was made to reduce the number of product items. Earnings growth was
restrained by such factors as declining sales prices and high raw materials costs due to
the weaker yen. Nevertheless, stabilization of raw materials prices in the market,
reduced depreciation expenses, and the Company’s aggressive cost-cutting and cost-

efficiency efforts resulted in a rise in earnings.

Sales Composition of Consumer Products

Billions of yen

YEAR ENDED MARCH 31 2002 2001 % change
Personal care products 166.8 170.5 (2.2%)
Laundry and cleaning products 246.7 249.0 (0.9%)
Hygiene and others 82.2 79.0 4.1%

Total 495.8 498.6 (0.6%)

In the market for personal care products, actual sales in volume did not increase and

prices continued to drop.

The Company launched a new product, Bioré Moisture Care Lotion in spring 2002,
formulated to be the same mild acidity as healthy skin, to further strengthen Bioré as a
skin care brand. In the hair care category, dramatically improved Merit was favorably
accepted by consumers. New and additional items brought into the market, including
Bub bath additives and Blauné hair color contributed to strengthen brands and market
position. The Company significantly reduced the number of brands and product items
for focused investment of management resources. Despite these efforts and the

contribution of new and improved products, the effect of declining prices and product
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item reduction resulted in sales dropping by 2.2% below the level of the previous year.

Principal new products:

Bioré Moisture Care Lotion
Bioré Eye Makeup Remover
Blauné Aroma hair color with Easy Comb

Bub Cherry Blossom Scented

The household products market was characterized by a slight decrease in sales volume
due to a shrinkage of the gift market. In an environment with a deflationary trend, sales
prices dropped further and competition continued to intensify. Under these severe
market conditions, the Company implemented key measures, further strengthening top
brand products and increasing market share of products that are number two in their
categories. Kao made a dramatic improvement in Atfack laundry detergent to strengthen
the brand. Home cleaning detergent Emal and mildew remover categories gained the top
share in each category. The Company also launched a slime remover for the kitchen
sink to create a new market segment. Although some of the new or improved products
achieved higher sales than expected, the sales of laundry detergent was affected by the
shrinkage of the gift market. Also, the sales of fabric softener and bleach dropped below
the level of the previous year. The total sales in the household products category fell by

0.9%year-on-year.

Principal new products:

Family Power Gel

Kitchen Wonder Drain Slime Remover
Haiter Mildew Remover Strong
Quickle for the Range

Quickle Wiper for the Carpet

In hygiene and others, the Japanese market for sanitary napkins has shrunk due to a
smaller population of users and the fact that products with superior functions have

resulted in less product being used. Similarly, the scale of the market for baby diapers
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has diminished due to fewer babies. At the same time, prices are on a downward trend,
which, combined with the other factors, has resulted in a smaller market in this product
category. Kao introduced value-added products to activate the market, and further cost-
cutting and efficient use of expenses were conducted to raise profitability. Despite these
efforts, intensified price competition led to a sales decrease in comparison with the
previous fiscal year. In the nursing care category, newly launched incontinence pads
with disinfectant and deodorant functions were highly evaluated in addition to the
Company’s steady support activities at hospitals and nursing care centers. As a result, -

sales of this category have expanded.

In cooking oils, although the overall market contracted, particularly in the gift sector,
the market for functional healthy cooking oils expanded. Along with this trend, Kao
strengthened its line of Healthy Econa Cooking Oil products by launching Healthy
Econa Cooking Oil — For Lower Cholesterol and Healthy Econa dressings (Japanese,
Sesame and Italian flavors) in the spring of 2001. Additional Chinese and French
dressings were added to the lineup in the spring of 2002. Robust sales growth in the
Healthy Econa Cooking Oil series was achieved in a shrinking overall market for
cooking oils. This was an example of new products creating a new market segment. As
a result of this success, year-on-year sales growth by 4.1% was posted in the hygiene

and other products category.

Principal new products:

Laurier Super Overnight

Laurier Dry Cushion with wings

Laurier Active Guard

Healthy Econa Cooking Oil - For Lower Cholesterol

Healthy Econa dressings (Chinese Roasted Sesame, Herb French)

2) Asia and Oceania

Although a few bright spots were noted in some sectors of the Asian economy, overall

the region was adversely affected by the economic downturn in the United States last

12



Kao Corporation
News Release April 22, 2002

year. In the consumer products market, competition intensified among Japanese, U.S.
and European manufacturers, and in many countries, retailing, including retailing by
multinationals, was focused on large chain stores. Due to the fierce competition in the
market and a deflationary trend, sales prices dropped sharply. However, PT. Kao
Indonesia, which became a fully consolidated subsidiary from this fiscal year, raised
prices of some prodﬁcts to absorb higher raw materials costs due to the weakening of

the local currency.

In personal care products, the Company continued items reduction efforts and focused
on building sales of the following eight brands: hair care sold under the Sifoné and
Feather brands; Bioré skin care products; Attack, Magiclean and Haiter among
household products; and Laurier and Merries among hygiene products. We took
initiatives to promote improved Feather shampoo and conditioner with a new package
design through the regional headquarters company in Thailand, which was established
to unify regional operations. As a result, sales of the Feather brand grew to a large
extent. Kao also intends to optimize its production framework in Asia to adjust to new
conditions such as the formation of AFTA (the ASEAN Free Trade Area) and the
admission of China and Taiwan into the WTO.

Although healthy sales growth was achieved in China and ASEAN countries, the
adverse impact of severe market conditions in Taiwan led to sales on a local currency
basis in the region remaining virtually the same as the previous fiscal year, excluding

those of PT. Kao Indonesia, which became a fully consolidated subsidiary.
3) North America and Europe

Market conditions in North America and Europe were difficult due to such factors as the
bankruptcy of a giant retailer in the U.S. and the impact of the American economic
slowdown on Europe. In the U.S. personal care products market, in which products are
becoming polarized between high-end and economical low-priced items, the Andrew
Jergens Company launched Naturally Smooth, a new lotion developed through
application of Kao’s unique technology that helps make the hair finer and less

noticeable. This high-value-added product contributed to expanded sales. In the growing
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hair color market in Europe, Kao and Goldwell GmbH cooperated in the deveiopment

and launch of new hair color ELUMEN which contributed to an increase in sales.

Overall, solid sales growth was achieved in North America and Europe due to Bioré
Pore Pack and the antiperspirant/deodorant brand Ban, which was acquired in the
previous fiscal year by the Andrew Jergens Company, and a strong performance by the
U.S. subsidiary of Goldwell, a Kao Group company in Germany that markets hair
products for beauty salons internationally. Guhl Ikebana GmbH, which is in the
premium hair care business in Germany, also posted solid sales growth, largely the
result of new items added to its product lineup and a complete renewal of the designs of

its shampoos and conditioners.

To reinforce the base for its hair care business in the U.S. and Europe, Goldwell and its
subsidiary acquired KMS Research, Inc., an American manufacturer of hair care
products, in February 2002, including its manufacturing and distribution partner in
Europe, KMS Research Laboratories (UK). A powerful synergetic effect is expected
from integration of superior hair care technology developed by Kao and brand value and
know-how of the beauty salon business accumulated in Europe and North America.
Goldwell also established Goldwell Japan Co., Ltd. to begin business activity aimed at

beauty salons in Japan.
(2) Cosmetics Business (Sofina)

In the cosmetics market, prestige cosmetics sales continued to decline both in volume
and value. In this stagnant market, sales of Kao cosmetics sold under the Sofina brand
rose by 2.2% to 74.1 billion yen. Sales of est, which is marketed exclusively through
department store channels, were particularly robust. Supporting this growth were the
Company’s expansion of the customer base for est products in the basic care category,
and in the fall of 2001, a launch of a new est foundation product that has been very well
received. The Company also achieved healthy growth in sales of Sofina products
through such efforts as stepped-up basic care and UV care counseling at stores. In
addition, Wrinkle Seraty, a new Sofina product, has won solid customer support. As a

result of such activity as maintaining appropriate inventory levels at stores to reduce
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product returns, cost reductions and raising efficiency, operating income from cosmetics

(Sofina) increased by 1.9 billion yen to 4.7 billion yen.

Principal new products:

est the powder makeup foundation
est base nuance base foundation

Wrinkle Seraty Essence Gel
(3) Chemical Products Business

The downturn in the U.S. economy adversely affected chemical products markets
worldwide. Under these conditions, Kao focused emphasis in its core businesses in this
segment: oleochemicals, surfactants and specialty chemicals. During this fiscal year,
sales have been driven by the oleochemicals business in Asia and the specialty
chemicals business, such as toner and related products for copiers and aroma chemicals,
in Japan, the U.S. and Europe. Despite these efforts, sales in the chemical products
business fell 3.0% from the previous year to 162.8 billion yen. This drop was largely
due to production and inventory adjustments made by industrial customers in Japan.
Operating income was about the same as the previous year at 17.7 billion yen. The
decline in operating income from domestic business was offset by an increase in

overseas business.
1) Japan

Reflecting the sluggish demand from industries, sales dropped from the previous fiscal
year. Even though overall business was adversely affected by the sluggish economy,
robust growth was achieved in industrial materials such as concrete additives that
dramatically raise the strength of raw concrete, and de-inking agents for recycling paper
in the paper and pulp field. Despite the Company’s cost reduction efforts, the fall in
sales resulted in operating income falling well below the level of the previous fiscal

year.
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2) Asia

The collapse of the IT bubble and resulting economic slowdown in the U.S. had a strong

negative impact on the Asian economy.

Reflecting the sluggish economy, the fatty alcohol business fell in price. However,
operating income rose greatly from the previous fiscal year due to continuously low
prices of raw materials and improved profitability gained from the rationalization of
production facilities in the Philippines. In response to Taiwanese industrial customers
moving operations to China or elsewhere, Kao shifted production activity from Taiwan

to China and other places where it had established production and sales organizations.

3) North America and Europe

Solid sales growth was posted in Kao’s chemical products businesses in North America
and Europe, including continued strong performances in specialty chemicals such as
toner and related products for copiers in North America and Spain, aroma chemicals in
Spain, and fatty amines in Germany, together with favorable translation rates to
Japanese yen. In toner and related businesses, the Company upgraded toner binder
production facilities at its Kashima Plant and completed new production facilities in
Spain to further strengthen its global operational framework that includes operations in
the U.S. Kao also expanded operations in the aroma chemicals field by improving
facilities with new technology for the production of synthetic products. Operating

income improved greatly due to strong performances in the U.S., Germany and Spain.
Over usin ospect the Fi i ar
Although positive signs have begun to appear in Japan, the employment situation and

trends in individual consumption are still stagnant. Overall, the Company expects

continued severe market conditions in terms of both volume and value.
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In Japan, the Company will strengthen development of products based on a back-to-
basics policy. We will focus our management resources on developing and nurturing
strong brands and conduct aggressive marketing activity. Through these initiatives, the
Company aims to expand market share in the sluggish market and increase sales. In the
cosmetics (Sofina) business, the Company will launch distinguishing products to further
strengthen the brand, and with global expansion in mind, make further efforts to

reinforce the foundation and improve the profitability in this business.

An economic recovery is expected to take a considerable amount of time, so the sales of

chemical products are forecasted to remain flat,

Overseas, in consumer products in Asia, the Company will make aggressive efforts in
the rapidly growing market in China as well as Taiwan and ASEAN countries, where
signs of an economic recovery have begun to appear. As for the personal care business
in North America, Kao expects sales expansion by the Andrew Jergens Company with
skin care lotion Naturally Smooth and newly added product lines of anti-
perspirant/deodorant brand Ban. Also, a U.S. subsidiary of Goldwell GmbH, a German
hair care products company targeting beauty salons, is forecasted to expand sales of hair
color ELUMEN, which was launched in spring 2002. The Company also expects a
synergetic effect from KMS companies in the U.S. and U.K. In chemical products, as
the Company upgraded the production facilities for such specialty chemicals as aroma

chemicals in Spain and toner and related products, growth in sales is forecast.

As a result of the above, although net sales in Japan are expected to remain stagnant, the
Company is forecasting growth from overseas operations. Kao projects that net sales for
the next fiscal year will increase by 3.7% to 870.0 billion yen, and that operating
income will rise by 2% to 114.0 billion yen. Ordinary income is expected to rise 0.4% to
114.0 billion yen, and net income is projected to rise by 2.9% to 62.0 billion yen. We
anticipate an increase in the cost of raw materials for fatty alcohol, however the
Company will make aggressive efforts to secure stable income by implementing cost-

reduction measures not only in Japan but also overseas.
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Based on the forecasted growth in profits, Kao plans to increase its annual dividend per
share by 4 yen from the previous year to 30 yen, and to increase its interim dividend per

share by 2 yen to 15 yen.

Kao will continue its efforts to increase profits and improve capital efficiency and will
move ahead with the introduction of EVA at additional Group companies overseas. As a

result, the Company endeavors to meet midterm EVA improvement targets.

The above forecasts were made assuming exchange rates of one U.S. dollar to 130 yen,

and one euro to 115 yen and one New Taiwan dollar to 3.7 yen.

I1. Financial Condition

Summarized Consolidated Cash Flows (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2002 2001 Incr./(Dcr.) 2002
Operating activities 130.9 122.9 7.9 982.6
Investing activities (77.6) (67.3) (10.2) (582.7)
Financing activities (86.2) (52.1) (34.1) (647.3)
Translation adjustments 34 1.9 1.5 26.1
Net increase (29.5) 54 (34.9) (221.49)
Beginning balance of newly
consolidated companies 0.9 0.0 0.9 7.4
Cash and cash equivalents 124.9 153.4 (285) 9375
Total debt 559 69.4 (13.4) 420.0

Net cash provided by operating activities was 130.9 billion yen. Income before income
taxes rose 6 billion yen and depreciation and amortization expenses slightly decreased
to 58.4 billion yen. Further reduction in accounts receivables and inventories by 3.7
billion yen and 6.4 billion yen respectively contributed to a decrease in working capital.
Net cash used in investment activities rose by 10.2 billion yen to 77.6 billion yen.
Investment in marketable securities for the purpose of short-term investment of funds

and capital investment overseas increased. In Japan, investments in plant and equipment
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during the year included spending on new detergént, cooking oil and other products and
upgrading their performance. Overseas investment included streamlining fatty alcohol
production facilities in the Philippines and establishing new copier toner production
facilities in Spain for global business development. In addition, a loan to a subsidiary of

Goldwell was provided for the acquisition of KMS Research, Inc.

Net cash used in financing activities rose 34.1 billion year-on-year as the company
continued share purchase at 57.5 billion yen. In addition, the Company continued long-
term debt repayments at 11.2 billion yen and redemption of corporate bonds at 6.3

billion yen, a total reduction by 13.4 billion yen to 55.9 billion yen year-on-year.

As a result of these activities, the balance of cash and cash equivalents at the end of the
fiscal year was 124.9 billion yen, 28.5 billion yen less than the balance at the end of the

previous year.

Although the operating environment is expected to be as severe as that of year just
ended, Kao projects that the portion of cash flows from operating activities accounted
for by net income before taxes and other adjustments will be approximately the same as
it was in the previous fiscal year. In addition, depreciation and amortization expenses

are expected to decrease.

The portion of cash flows from investment activities accounted for by capital
investment is expected to decrease slightly in Japan where the Company still invests to
improve in capacity and efficiency. Overseas, the Company expects the same level of

investment as that of this year.

Regarding cash flows from financing activities, Kao will propose further stock purchase
pursuant to Article 210 of the Commercial Code at the general shareholders meeting to
be held on June 27, 2002. This will continue to improve capital efficiency, increase

returns to shareholders and allow adoption of timely and flexible capital policy

19



Kao Corporation
News Release April 22, 2002

measures in response to changes in the business environment. Kao will continue to
carry out stock purchase in a flexible manner, possibly up to 30 million shares or 80
billion yen in value, taking into account business investment projects. Kao anticipates
increasing its annual dividend paid. Total debt at the end of the coming year is expected
to be approximately 50 billion yen. Consequently, cash and cash equivalents at the end
of the coming year will be about 120 billion yen, less than the balance at the end of the

this year.
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Proposed appointment of Board Directors, Corporate Auditor, and
Executive Officers

In order to reinforce the corporate governance and bring greater efficiency to decision
making at the Board of Directors, the changes of Board Directors are proposed and the
introduction of Executive Officers is undertaken as follows. The proposed appointment
for Board Directors and Corporate Auditor will become effective after approval at the
General Meeting of Shareholders to be held on June 27, 2002, and the proposed
appointment of the Executive Officers will become effective after approval at the Board

Meeting to be held immediately after the General Meeting of Shareholders.

Note: Titles as of April 22, 2002

Candidates for new Directors of the Board

Motoki Ozaki General Manager, Household Products Division

Shunichi Nakagawa Director of Legal Department

Akishige Okada Chairman of the Board - Sumitomo Mitsui Banking
Corporation

Sakie T. Fukushima Representative Director & Regional Managing Director,

Kom/Ferry International - Japan

Candidate for new Corporate Auditor

Iwao Inoue Board Director, Director of Accounting & Finance

Retiring Directors of the Board

Masanori Sakata

Kunihiko Hachiya

Moriyasu Murata

Shigeo Yamada

Toshio Hirasaka To be named Executive Officer
Masatoshi Kitahara To be named Executive Officer

Tadao Matsumoto To ‘be named Executive Officer

Iwao Inoue To be named Full-time Corporate Auditor
Tetsuya Imamura To be named Executive Officer
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Retiring Corporate Auditor

Kikuhiko Okamoto

Full-time Corporate Auditor

Candidates for Executive Officers

Takuya Goto

Toshio Hoshino

Takahiko Kagawa
Yasuo Idemitsu
Akio Tsuruoka
Shozo Tanaka
Kuniaki Watanabe
Nobuatsu Higuchi
Naotake Takaishi
Motoki Ozaki
Shunichi Nakagawa
Toshio Hirasaka
Masatoshi Kitahara
Tadao Matsumoto
Tetsuya Imamura
Masateru Kanazawa
Toshio Takayama
Akio Kimura
Norihiko Takagi
Takuo Goto
Hiroshi Kanda

President& Chief Executive Officer

Senior Executive Vice President, President - International
Consumer Products

Executive Vice President , President - Kao Hanbai Company
Executive Vice President, Global Production & Engineering
Global Purchasing

President - Global Personal Care

President - Global Chemicals

President - Greater China

Senior Vice President - Global R&D

President - Global Fabric & Home Care

Legal - Global

President - Cleanliness & Sanitation

Global Communications

Global Logistics

President - Global Health care

Global Marketing Service

President - Global Cosmetics

Vice President - Global R&D

Global Human Capital Development

Vice President - Global Production & Engineering
President - Global Feminine & Baby Care
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Board of Directors
Takuya Goto*

Toshio Hoshino*

Takahiko Kagawa*

Yasuo Idemitsu*
Akio Tsuruoka*
Shozo Tanaka*
Kuniaki Watanabe*
Nobuatsu Higuchi*
Naotake Takaishi*
Motoki Ozaki*
Shunichi Nakagawa*
Akishige Okada**

Sakie T. Fukushima**

Corporate Auditors
Katsuhiko Hiraoka
Iwao Inoue

Takashi Tajima***

Hidejiro Matsuda***

ent Te

Kao Corporation

April 22, 2002

Note: Titles effective as of June 27, 2002

President &Chief Executive Officer, Representative Director
Senior Executive Vice President, President - International
Consumer Products, Representative Director
Executive Vice President, President - Kao Hanbai Company,
Representative Director
Executive Vice President, Global Production & Engineering
Executive Vice President, Global Purchasing
Executive Officer, President - Global Personal Care
Executive Officer, President - Global Chemicals
Executive Officer, President - Greater China
Executive Officer, Senior Vice President - Global R&D
Executive Officer, President - Global Fabric & Home Care
Executive Officer, Legal - Global
Chairman of the Board - Sumitomo Mitsui Banking
Corporation
Representative Director & Regional Managing Director -
Japan, Korn/Ferry International

*Holds the post as Executive Officer concurrently

**Qutside Director

Full-time Corporate Auditor

Full-time Corporate Auditor

Attorney at Law

Certified Public Accountant
***Qutside Corporate Auditor
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Executive Officers
Toshio Hirasaka
Masatoshi Kitahara
Tadao Matsumoto
Tetsuya Imamura
Masateru Kanazawa
Toshio Takayama
Akio Kimura
Norihiko Takagi
Takuo Goto

Hiroshi Kanda

Kao Corporation
April 22, 2002

Executive Officer, President - Cleanliness & Sanitation
Executive Officer, Global Communications

Executive Officer, Global Logistics

Executive Officer, President - Global Health Care

Executive Officer, Global Marketing Service

Executive Officer, President - Global Cosmetics

Executive Officer, Vice President - Global R&D

Executive Officer, Global Human Capital Development
Executive Officer, Vice President - Global Production &
Engineering

Executive Officer, President - Global Feminine & Baby Care
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T. GOTO
President June 1, 2001

NOTICE OF THE 95" ANNUAL GENERAL MEETING OF SHAREHOLDERS
To Our Shareholders:

We are pleased to announce that the 95" Annual General Meeting of Shareholders of Kao Corporation (“AGM™)
will be held on Thursday, June 28, 2001 at 1-3, Bunka 2-chome, Sumida-ku, Tokyo 131-8501, Japan, at 10:00
a.m.. At the AGM, sharcholders who hold more than one thousand (1,000) shares of record as of March 31
2001 (“Shareholders™) will be presented with the Business Report, Balance Sheet, Income Statement for the
fiscal year ended on March 31, 2001 and the Redemption of Stock. We have enclosed a copy of our Business
Results, announced on April 23, 2001 for your reference. At the AGM, Shareholders will also be asked to vote
upon the following agenda items:

1: Proposal for Allocation of Profits
2: Election of one (1) Corporate Auditor
3: Purchase of the Company’s Shares from the Market to Provide Stock Options te Directors

As part of our ongoing effort to improve the quality of communications with our foreign investors and to
increase the voting participation of those investors at the AGM, Kao Corporation has retained Georgeson
Shareholder as our Global Information Agent in connection with the AGM, As a Japanese company, we face
strict quorum requirements for our annual shareholder meetings. We realize that many shareholders do not vote
at Japanese companics’ shareholders’ meetings because many of these meetings tend to take place in the same
period of time. As we attach great importance to your voting participation at the AGM, we have included, for
your convenience, an English summary of the Japanese Proxy Statement that is being distributed to all
registered shareholders and a Voting Instructions Form that you can return to your custodian, broker or nominee
to simplify and expedite your voting procedures.

Should you have any questions, in the U.S. please contact Laks Meyyappan at 1-201-896-5654, or
imeyyappan@cic-online.com or from outside the U.S., please contact Dominic Dennis at 44-207-335-8700 or
DDennis@gscom.co.uk.  The English language proxy material is available on their website at
http://proxy.georgeson.com/proxyinfo/kao. This has also been posted on our website at hitp://www .kao.co.jp/e/.

IT IS IMPORTANT THAT YOU EXERCISE YOUR VOTING RIGHT AT THE 95™ AGM,
REGARDLESS OF THE NUMBER OF SHARES YOU OWN*, PLEASE CONTACT YOUR BROKER
OR CUSTODIAN WITH YOUR VOTING INSTRUCTIONS AS SOON AS POSSIBLE BUT NO
LATER THAN JUNE 26, 2001,

*NOTE: A shareholder is entitled to vote per unit of shares, with each unit consisting of one thousand (1,000)
shares.

Sincerely,
Jgé:’“ ﬁ
ISIN JP3205800000 Takuya Goto
SEDOL 6483809 President

TSE 4452 and Representative Director
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Kao Corporation
English Summary of the PROXY STATEMENT

The original Proxy Statement is furnished in connection with the solicitation of proxies by the Board of
Directors of Kao Corporation for use at the 95® Annual GeneralMeeting of Shareholders of Kao Corporation
(the “AGM™) to be held on Thursday, June 28, 2001 at 1-3, Bunka 2-chome, Sumida-ku, Tokyo 131-8501,
Japan, at 10:00 a.m..

All shareholders who hold more than one thousand (1,000) shares (“Shareholders”) of record on March 31, 2001

(the “Record Date™) are entitled to vote at the AGM. At the Record Date there were 600,607,000 issued and

outstanding common stocks held by the Shareholders. In order to properly transact business at the AGM, a

quorum consisting of the Shareholders of one third of all the issued and outstanding common stock of the

Company as of the Record Date must be either present in person or represented by proxy * at the AGM.

*NOTE. Under the Articles of Incorporation, a shareholder may exercise his or her voting right through
another shareholder who acts as his or her proxy.

PROPOSAL 1: 'PROPOSAL FOR ALLOCATION OF PROFITS

It is proposed that 12 Japanese Yen be paid for each share as the year-end dividend of the 95th fiscal year.
The total annual dividend, including the interim dividend of 12 Japanese Yen paid last December, will be
24 Japanese Yen per share, representing an increase by 4 Japanese Yen per share from the previous year’s
dividend.

As a result of this resolution, the pay-out ratio (the dividend per share divided by the net income per share)
for this 9 5th fiscal year will be 28.2%.

We intend to use internal reserves to fund future expansion of our global business, in the Company’s core
business areas, and for the further strengthening of our current businesses. The Company is also considering
redeeming its own shares.

See attached Kao Corporation Business Results, issued on April 23, 2001.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS RESOLUTION.

PROPOSAL 2: ELECTION OF ONE (1) CORPORATE AUDITOR

Although we currently have two (2) Corporate Auditors and one (1) Independent Corporate Auditor, we
propose to elect one more Independent Corporate Auditor in order to reinforce the oversight of our Directors.
A short history on the candidate follows:

Name & Date of Birth Present Position (since)

Hidejiro Matsuda March 1969 Certified Public Accountant

April 17,1938 June 1999 Corporate Auditor of Schwab Tokio Marine Securities
Co.,Ltd.

(Mr. Matsuda is qualified to be an Independent Corporate Auditor as defined by the Japanese
Commercial Code.)

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS RESOLUTION.

PROPOSAL 3: PURCHASE OF THE COMPANY’S SHARES FROM THE MARKET TO
PROVIDE STOCK OPTIONS TO DIRECTORS

It is proposed that the company will purchase its own shares from the market to provide stock options to its
Directors pursuant to Article 210-2 of the Japanese Commercial Code aiming to align the interests of the
Directors with those of the shareholders, to increase the value of the Company.

(1) The shares to be purchased by the Company are par value shares of common stock traded at
the Tokyo Stock Exchange.




Kao Corporation@
Annual General Meeting of Shareholders
Meeting Date: June 28, 2001

)

3

The period when the Company may purchase the shares for this purpose is from the close of
the AGM to the close of the next AGM (the “Purchase Period”).

The number of shares to be purchased by the Company for this purpose during the Purchase
Period will be limited in aggregate to either one hundred and sixty-eight thousands (168,000)
shares (representing approximately 0.028% of the total issued and outstanding shares of the
Company) or one billion (1,000,000,000) Japanese Yen in value, whichever is reached first

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOTE IN FAVOR OF THIS RESOLUTION.

M
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OUTLINE OF STOCK OPTIONPLAN

The Company may transfer its purchased shares to the respective Eligible Directors (defined
below) under a stock option agreement to be entered into by the Company and the respective
Eligible Directors pursuant to Article 210-2 Subsection 2-3 of the Japanese Commercial Code
(“Stock Option Agreement”) and a stock option plan established by the Company (‘Stock
Option Plan”).

The shares under consideration for the Stock Option Plan are par value common stock of the
Company (“Shares™).

The individuals who are entitled to the stock options under the Stock Option Plan (“Options”)
are the following Directors in office at the close of the AGM on June 28, 2001 (‘Eligible
Directors™).

Name of Directors Number of Shares
Takuya Goto 25,000
Toshio Hoshing 17,000
Takahiko Kagawa 12,000
Masanori Sakata 10,000
Kunihiko Hachiya 10,000
Yasuo Idemitsu 10,000
Toshio Hirasaka 7,000
Moriyvasu Murata 7,000
Akio Tsuruoka 7,000
Shigeo Yamada 7,000
Syozo Tanaka 7,000
Masatoshi Kitahara 7,000
Tadao Matsumoto 7,000
Kuniaki Watanabe 7,000
Nobuatsu Higuchi 7,000
Nobutaka Takaishi 7,000
Iwao Inoue 7,000
Tetsuya Imamura 7,000
Total: 18 168,000

Furthermore, if the Company’s stock is split or consolidated, the Number of Shares shall be
adjusted proportionately in accordance with the ratio of the split or consolidation.

The Shares will be transferred to the Eligible Directors at an exercise price (“Exercise Price”)
equal to the greater of (i) 1.05 multiples the average of the daily closing price of the
Company’s stock traded at the Tokyo Stock Exchange during the calendar month prior to the
grant of the Options; or (ii) the closing price of the Company’s stock traded at the Tokyo Stock
Exchange on the date when the Options are granted. Any amount less than one yen shall be
rounded up.
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The Exercise Price shall be adjusted in accordance with the following formula in the event that
after the Options are granted, the Company issues new stocks at a price below the market price
(excluding stocks acquired by exercising the right to convert convertible bonds or by
exercising warrants):

Number of Newly Subscription Price

Number of Issued Shares X for New Shares
Previously +
. i Issued Shares Market Price
Adjusted Exercise
Exercise - Price Before X
Price Adjustment Number of Previously Number of Newly
Issued Shares + Issued Shares

Furthermore, if the Company’s stock is split or consolidated, the Exercise Price shall be
adjusted proportionately in accordance with the ratio of the split or consolidation, and any
amount less than one yen shall be rounded up.

(5) The Eligible Directors who hold Options may exercise their Options only during the period of
July 28, 2003 through July 25, 2008 (“Exercise Period™).

(6) Conditions for Exercising the Options

A The Eligible Director who holds Options may exercise his Options in accordance with the
Stock Option Agreement during the Exercise Period regardless whether he still holds the office
of director.

B In the event that the Eligible Director who holds Options is deceased, his heir may exercise the
Options in accordance with the Stock Option Agreement.

C  The Options are not transferable and no security interest can be created thereon.

D The other conditions provided in the Stock Option Agreement have to be met.
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ADDITIONAL INFORMATION

The Company has appointed Georgeson Shareholder as Global Information Agent for its 95" Annual General
Meeting of Shareholders. If you have any questions or require additional proxy materials, please contact
Georgeson Shareholder directly at 1-201-896-5654 (in the U.S.) or at 44-207-335-8700 (outside the U.S.) or
visit their website at http://proxy.georgeson.com/proxyinfo/kao. Alternately you can access this information
on our website at

http://www.kao.co.jp/e/ir_e/bizresult/apr2301.html,
http://www.kao.ce.jp/e/ir_e/setumei/pdf/200104.pdf
http://www.kao.co.jp/e/

Kao’s management recognizes the importance of our foreign shareholders and the fact that they will be unable
to attend the AGM. In case you do not receive a ballot from your custodian or proxy agent, and to ensure that
your votes are received and counted at the AGM, we have prepared the following Voting Instructions Form for
your use.

In order to avoid duplication of instructions, please send the Voting Instructions Form to your custodian, broker
or nominee through which you hold your Kao shares to exercise your voting right.
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VOTING INSTRUCTION FORM

Fax To: (your custodian, broker or nominee)
Fax No: Attn: Corporate Actions / Proxy Department
From: (your name and organization)

Re: Account Name:

Account No: No. of Shares held:

ISIN JP3205800000 SEDOL 6483809TSE 4452

Re: June 28, 2001 Annual General Meeting of Shareholders of Kao Corporation.

To custodian, broker or nominee:

We have not yet received a ballot in respect of the above account in which we hold shares of Kao Corporation,
and are therefore hereby transmitting our voting instructions for the above meeting. We hereby authorize and
instruct you to act upon these instructions, to transmit them onward where necessary to your local custodian or
other agent in Japan, and to take such other actions as you deem necessary to ensure that the following votes are
duly cast. These voting instructions are given in respect of any and all Kao shares held in the above account on -
the record date of March 31, 2001.

VOTE
AGENDA ITEM
EOR AGAINST | ABSTAIN
1. Proposal for Allocation of Profits Q Q Q
2. Election of one (1) Corporate Auditor Q Q 0
3. Purchase of the Company’s Shares from the Q Q Q
Market to Provide Stock Options to Directors
Authorized Signature: Date:

PLEASE ALSO RETURN A COPY OF THIS TO
KAO’S GLOBAL INFORMATION AGENT
BY FAX TO:

+1 212 805 7357 in the US

+44 207 335 8773 outside of the US
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Kao Corporation Reports Business Results

Tokyo, April 23, 2001 — Kao Corporation today announced its consolidated and
nonconsolidated business results for the fiscal year ended March 31, 2001. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

1. CONSOLIDATED BASIS

Consolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2001 2000 % change 2001
Net sales 821.6 846.9 3.0) 6,631.4
Operating income ‘ 107.0 99.1 8.0 864.4
Ordinary income 111.8 98.0 14.1 902.9
Net income 59.4 52.1 14.0 479.6
Total assets 783.7 750.0 4.5 6,325.7
Total shareholders' equity 462.9 474.9 (2.5) 3,736.8
Yen U.S. Dollars
Per share:
Net income 96.69 83.45 15.9 0.78
Cash dividends 24.00 20.00 20.0 0.19
%
YEAR ENDED MARCH 31 2001 2000
Operating margin 13.0 11.7
Net income to total
shareholders' equity (ROE) 12.7 11.3
Consolidated Financial Highlights on a Like-for-like Basis (Unaudited)
Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2001 2000 % change 2001
Net sales 851.8 846.9 0.6 6,874.6
Operating income 107.9 99.1 8.9 871.5

Notes: Like-for-like basis excludes both the effect of the new consolidation of the domestic consumer products sales
company and the currency effect on overseas sales related to translation of local currencies to the Japanese yen.

Consolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 860.0 billion yen
(US$6,941.1 million) in net sales, 108.0 billion yen (US$871.7 million) in ordinary
income and 62.0 billion yen (US$500.4 million) in net income. Net income per share is
expected to be 101.78 yen (US$0.82).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen
SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Iner./(Der.)
MARCH 31 Like-for-like
Consumer Products 607.8 6324 (3.9 0.3) 86.1 82.1 4.0
Cosmetics (Sofina) 72.5 70.8 24 24 2.8 2.1 0.7

Chemical Products 167.8 1724 (2.6) 1.8 17.7 14.7 3.0
Corporate/Eliminations (26.6) @87 - - 04 0.1 0.3

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Iner/(Der)
MARCH 31 Like-for-like
Consumer Products 4,905.8 51043 (3.9 (0.3) 695.0 662.7 323
Cosmetics (Sofina) 585.8 572.1 24 24 22.8 17.7 5.1
Chemical Products 1,355.1 13915  (2.6) 1.8 143.0 118.9 24.1
Corporate/Eliminations (215.2) (2324) - - 3.6 1.2 24

Notes: Like-for-like growth rates exclude both the effect of the new consolidation of the domestic consumer products
sales company and the currency effect on overseas sales related to translation of local currencies to the Japanese
yen.

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Incr/(Der)
MARCH 31 Like-for-like
Japan 655.4 673.4 (2.7) 0.9 94.3 91.7 2.6
Asia 84.1 86.1 (24 3.8 6.8 3.9 29
Europe and Americas 105.2 111.0 (5.2 7.4 59 34 25
Corporate/Eliminations 23.2) 237 - - 0.0 0.1 0.1)

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Incr/(Der)
MARCH 31 Like-for-like
Japan 5,290.3 54355 (2.7 0.9 7613 740.2 21.1
Asia 679.1 6955 (249 38 54.9 31.6 233
Europe and Americas 849.8 896.2 (5.2) 7.4 47.7 27.9 19.8
Corporate/Eliminations (187.8) (191.7) - - 0.5 0.8 (0.3)

Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2001, of yen 123.90=US81, solely for convenience.

2. Like-for-like growth rates exclude both the effect of the new consolidation of the domestic consumer products
sales company and the currency effect on overseas related to translation of local currencies to the Japanese yen.

2
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of

Billions of Yen U.S. Dollars

YEAR ENDED MARCH 31 2001 2000 % change 2001
Net sales 660.4 667.1 (1.0) 5,330.2
Operating income 92.3 91.0 1.4 745.1
Ordinary income 98.3 91.7 7.2 794.1
Net income 52.2 42.5 22.9 421.6
Total assets 707.3 676.1 4.6 5,709.0
Total shareholders' equity 480.7 464.4 35 3,880.3
Yen U.S. Dollars

Per share:

Net income 84.72 68.02 24.6 0.68

Cash dividends 24.00 20.00 20.0 0.19

Notes: The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
March 31, 2001, of yen 123.90=US$1, solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 665.0 billion yen
(US$5,367.2 million) in net sales, 97.0 billion yen (US$782.9 million) in ordinary

income and 55.0 billion yen (US$443.9 million) in net income.

Please note that consolidated and nonconsolidated forecast data is estimated at the time

of release and is subject to future review.

For further information, please contact:
Takashi Matsuzaka

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-7103

e-mail: r@mailkao.co.jp
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1. MANAGEMENT POLICIES

1. Basic Management Policies

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to achieve profitable growth in
spite of the intensifying global competition, and to increase corporate value that will

place Kao among the ranks of the world's leading companies.

In the previous fiscal year the Company adopted EVA® (Economic Value Added)* as
its primary management measure. We are convinced that long-term, sustainable growth
of EVA is not only closely connected to growth in corporate value, it also serves to

increase the value of the company for shareholders and all other stakeholders as well.

2. Basic Policies Regarding Distribution of Profits

In its dividends to shareholders, Kao seeks to achieve continuous increase in per-share
dividends of approximately 30% of nonconsolidated net income. In its use of free cash
flow, the Company seeks to increase future corporate value primarily through
investment in business development and M&A activity, and by undertaking measures,
including share redemption, with a long-range point of view and investment efficiency

uppermost in mind.

3. Medium- and Long- Term Management Strategies

With consumer products, cosmetics and chemical products as our core businesses, we
strive for business growth on the basis of developing and marketing products of
excellent value and outstanding performance supported by our unique technologies. And
as we work to expand these platforms, we also make efforts to develop lines of

businesses in new fields such as healthcare.

* EVA is a registered trademark of Stern Stewart & Co.
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Overseas, Kao is expanding operations in the Asian region, which is a growth market,
while increasing business activity in the North American market. To achieve these goals
we are positively considering further M& A activity and entering into strategic business

alliances.

This approach has been adopted to compensate for slowing growth in maturing
Japanese markets. At the same time, the Company is continuing its cost savings
measures and efforts to raise management efficiency, thus achieving sustained EVA

growth

4. Reform of Management Structure to Enhance Corporate Governance

To strengthen corporate governance and realize high levels of fairness and transparency
in management, the Company established e Advisory Committee made up of two
external advisors, two senior advisors, the president and a senior managing director. In
addition, to promote speedy decision-making and execution, we have taken measures to

promote delegation of authority and to enhance the effectiveness of the Board of

Directors. We plan to take further steps for reform of the Board.

Furthermore, Kao plans to review its compensation system for directors of the Board to
further align the interest of directors with that of shareholders and facilitate an increase
m corporate value. Specifically, this will include the introduction of a stock option plan
for directors, expamsion of the performance-linked portion of compensation, and
cessation of future provision of allowance for directors' retirement. In addition, we will
also revise the statutory auditors' compensation system, which will discontinue bonuses,
while increasing the number of external statutory auditors in order to improve the

auditing function

5. Issues for Management

In the fiscal year under review, the operating environment in Japan remained severe,
particularly in the consumer products market as prices continued to fall and competition

intensified further. Despite this, the Company achieved earnings growth as a result of
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efforts to reduce costs and raise management efficiency. The consolidated operating

margin rose to 13.0%, and we are gradually narrowing the gap in profitability between

Kao and our global peer companies.

While assuming that the operating environment will continue to be difficult and that
competition will remain fierce, Kao will strive to raise corporate value over the long
term by prioritizing and effectively investing management resources according to our

strategies for mid- and long-term growth.

2. CONSOLIDATED BUSINESS RESULTS

1. Summary of Business Results

Affected by the slowdown in the U.S. economy, the Japanese economy was
characterized by signs of a worsening slump in the manufacturing sector. At the same
time, sluggish consumer spending and price deflation continued. In the household

products and personal care markets, sales volume remained flat while prices continued

to drop.

Overseas, Asian economies became more challenging due to the slowdown in the U.S.
economy and the recent weak yen. The U.S. economy faced a period of adjustment after

a long period of growth, while the European economy experienced solid expansion.

Consolidated net sales for the fiscal year ended March 31, 2001 decreased by 25.2
billion yen to 821.6 billion yen, 3.0% down from the previous fiscal year. The negative
currency impact due to the strong yen on overall overseas sales was 18.2 billion yen In
addition, there was a difference in accounting for sales in connection with the new
consolidation of a domestic consumer products sales company, resulting in an 11.9
billion yen drop in consolidated net sales. Excluding these two factors, consolidated net

sales increased 0.6% from the previous fiscal year.

Although domestic sales of consumer products declined due to falling prices, Kao

achieved earnings growth Operating income for the period grew 8.0% to 107.0 billion
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yen At the parent company, cost reduction measures and decreased depreciation
‘expenses contributed to an increase in operating income, partially offset by a negative
impact from price decline and increased pension expenses. As a result, growth in
operating income slowed down. Including 0.5 billion yen of operating income from the
consolidation of the sales company, domestic operating income increased 2.9% to 94.3

billion yen

Operating income from overseas operations rose 72.5% to 12.7 billion yen as profits
grew in personal care products in North America and Europe and in chemical products

in Asia as well as in North America and Europe.

In addition to the increased operating income noted above, the favorable move in non-
operating income/expenses due to foreign exchange gains and the decrease in
extraofdinary loss related to restructuring compensated for an extraordinary loss related
to retirement benefit. As a result, ordinary income rose 14.1% to 111.8 billion yen and

net income also climbed 14.0% to 59.4 billion yen

Moreover, Kao's continuing focus on more effective utilization of assets and the effort
to hold down increases in capital charges, including share redemption, led to solid
growth in EVA,

Summary of Results by Business Segment
(1) Consumer Products Business

Consumer products sales decreased 3.9% to 607.8 billion yen. In Japan, domestic sales
decreased 3.5% year-on-year in nominal terms, while decreased 1.2% from the previous
fiscal year in real terms, excluding the effect of the consolidation of the consumer
products sales company. Overseas, net sales in a local currency basis grew 3.5% over
the previous fiscal year, although the eftect of the strong yen led to a decrease in overall
net sales. In terms of operating income, domestic and overseas operations achieved a

total earnings growth of 4.0 billion yén, amounting to 86.1 billion yen, an increase of
4.9%.
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1) Japan

In the consumer products market in Japan, prices continued to move downward,
particularly in the second half of the term, and demand in real terms slumped below the
level of the previous fiscal year. In this operating environment, sales of consumer
products, excluding the effect from the consolidation of the sales company, declined

1.2%. The following table shows the breakdown by category.

Summary of effect of consolidation of the sales company
Billions of yen

YEAR ENDED MARCH 31 2001 2000 % change
Excl. effect Like-for-like
Personal care products 170.5 174.7 175.2 (0.3%)
Laundry and cleaning products 249.0 254.9 262.1 (2.7%)
Hygiene and others 79.0 80.7 79.4 - 1.6%
Total 498.6 510.5 516.8 (1.2%)

In terms of operating income, a decrease in selling prices and an increase in marketing
expenses contributed negatively. Significant increase in pension expenses also
dampened profitability. Nevertheless, favorable natural oil raw material prices and the
Company’s cost reduction measures and raised operating efficiency, in addition to the

decrease in depreciation expenses, led to growth in operating income.

In personal care products in Japan, Kao activated the facial and body cleansers markets
by products with a mildly acidic formulation. The launch of new products such as Bioré
Facial Foam Moisture Cream-in and Bioré Body Care Foam Moisture Cream-in also
contributed to increased sales. In hair care products, the Company improved and
marketed Essential Damage Care shampoo/conditioner, which generated solid
consumer response. Despite this, an overail drop in market prices caused sales to drop
below the level of the previous fiscal year. At the same time, we expanded our share of
the hair color market by the addition of Blauné Aroma Hair Color launched during the

previous fiscal year, and sales increased as a result.
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Principal new products:

Bioré Facial Foam Moisture Cream-in (facial cleanser)

Bioré Body Care Foam Moisture Cream-in (body cleanser)
Liese Quick Hair Foam for Straight Hair (hairstyling product)
Lavenus Color Appeal (hair color / hair lightening product)

The laundry and cleaning products category in Japan faced intense competition. In this
environment, such new products as Humming 1/3 Anti-bacterial Plus fabric softener,
Quickle Wet-type Floor Care Sheets household cleaning sheets, and Family Pure Mild-
type dishwashing detergent, were brought to market during the term. Although steady
sales growth was posted for New Beads, a contraction of the gift market adversely
affected sales and contributed to the year-on-year sales decline in laundry detergent. At
the same time, exports of household cleaning mop kits and sheets, which are marketed

in North America and Europe by S.C. Johnson & Son Inc., decreased significantly due

to the transfer to license-based production overseas.

Principal new products:

Attack Sheet-type (laundry detergent)

Quickle Wet-type Floor Care Sheets (household cleaning sheets)
Humming 1/3 Anti-bacterial Plus (fabric softener)

Family Power Gel (dishwashing detergent)

Family Pure Mild-type (dishwashing detergent)

The hygiene and other products category had mixed results. The overall sanitary napkin
market shrank due to a decline in the relevant consumer population in Japan, upgrading
of product performance that led to less sheets being used, and falling prices. As a result,
sales declined from the previous fiscal year. Sales of the Company’s disposable baby
diapers, Merries tape-type and pants-type, declined despite improvements made in
product performance, as stiffening price competition and a sharp fall in prices made the
environment extremely difficult. On the other hand, there was a slight increase in sales
of adult incontinence products, which were spurred by the launch of Relief Odor-Free

Guard, which uses an original technology to eliminate odors.




Kao Corporation
News Release April 23, 2001

In addition, Healthy Econa Cooking Oil — For Prevention of Fat Deposits, a unique
product that helps prevent fat from accumulating in the body, continued to win
widespread support from consumers and contribute greatly to sales. With an eye toward
expanding the market for healthy cooking oils, Kao brought out the second product in
our Healthy Econa series, Healthy Econa Cooking Oil — For Lower Cholesterol, which
lowers the level of cholesterol in the blood and inhibits the accumulation of fat in the

body. The company also launched a series of Healthy Econa Dressings.

Principal new products:

Laurier Super Slim Guard (sanitary napkins)
Laurier Dry Cotton Sheet (panty liner)

Healthy Econa Cooking Qil — For Lower Cholesterol
Healthy Econa Dressings

2) Asia and Oceania

Influenced by the economic slowdown in the U.S., the outlook for the Asian economy
has become unclear. In the consumer products market, while growth in demand was
virtually stagnant, intense competition among global peer companies continued. In

addition, new entries into the market by global retailers led to fierce price competition.

In the consumer products business in Asia and Oceania, inventory adjustment at
distributors was completed in China. While sales before the currency translation effect

achieved a modest growth, sales in yen terms declined slightly.

The Company focused on core brands to strengthen brand power, and consequently,

operating income for Asia increased year-on-year in yen terms.

With an eye on trends in the ASEAN Free Trading Area (AFTA), we have established a
subsidiary in Thailand as a regional headquarters that will enable us to integrate and

upgrade product development, marketing, and utilize optimal production locations in
the ASEAN region.

10
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3) North America and Europe

In North America, sales of The Andrew Jergens Company grew slightly. Favorable
performance in Curél premium skin care and new products in the Jergens lotions lineup
contributed as growth drivers, which were offset by a continuing decrease in sales of
pore cleansing strip products. To build a stronger base in the skin care products business,
we acquired ban*, antiperspirant/deodorant brand in the United States. Andrew Jergens
achieved healthy growth in operating income as a result of a strong performance by

premium-priced products and more effective control of fixed expenses.

In Europe, Goldwell GmbH, which markets hair care products for beauty salons
internationally, and Guhl Ikebana, which markets premium hair care products, both
posted healthy sales growth. The effect of restructuring at Goldwell bolstered geady
growth in operating income. '

(2) Cosmetics Business (Sofina)

Sales of msmetics (Sofina) were 72.5 billion yen, an increase of 2.4%. The prestige
cosmetics market is recovering slowly from a major contraction, remaining flat

throughout the year.

In these general market conditions, we brought out est, a new brand for exclusive
marketing through department store channels in the basic skin care category. This
product embodies unique superior technology based on dermatological research
promoted by Sofina. New items were also added to the Raycious foundation series.
Along with Finefit, this new introduction bolstered foundation sales, which increased
over the level of the previous term. Although sales in the first half of the term decreased
year-on-year due to our effort to streamline inventories at retailers, we achieved

significant growth in the second half of the fiscal year under review.

Operating income improved to 2.8 billion yen despite the expenses related to the retail

destocking measures and due to an increase in pension expenses.

*Japan is not included in the agreement for the acquisition of the ban brand.
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Principal new products:

Sofina Very Very Powdery Pore Care (sebum care product)
est special care and daily care products (basic skin care)
Raycious Liquid Make-up (liquid foundation)

AUBE Rouge Livelish (lipstick)

(3) Chemical Products Business

Chemical products sales decreased 2.6% to 167.8 billion yen Operating income rose
2.9 billion yen, or 20.2%, to 17.7 billion yen. Although negative currency translations
impacted both sales and operating income for overseas operations, on a local currency
basis, sales grew 9.1%, and operating income rose 59.6% as well. Key growth drivers
included fatty chemicals in Asia and such specialty chemicals as copier and printer toner

and related products, and aroma chemicals in the United States, Europe and Japan.

1) Japan

The effects of sluggish economic conditions in Japan since last summer, and a drop in
exports due to a slowdown of the Asian economies, led to a drop in the parent
company's sales.

Operating income grew, benefited from continuous favorable prices of raw materials for
fatty chemicals and streamlined production, in spite of price increases in certain raw
materials due to higher petroleum costs.

2) Asia

In Taiwan, sales decreased due to the transfer of part of production abroad. However,
healthy growth in sales was recorded in the other Asian countries, particularly in

Malaysia and the Philippines, where sales of fatty alcohols were brisk.

Led by the strong performance in fatty alcohols in Malaysia and the Philippines, and
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boosted by lower costs of raw materials, operating income increased significantly.

3) North America and Europe

Robust sales growth continued on the back of strong performances in copier and printer
toner and related products in the Uhited States, fatty amines in Germany, and aroma

chemicals and copier and printer toner and related products in Spain.

Healthy growth in Germany and Spain was a primary factor in a surge in operating

mncome.

Financial Condition

Summarized Consolidated Cash Flows (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2001 2000 Incr./(Dcr) 2001
Operating activities 122.9 157.6 (34.7) 992.3
Investing activities (67.3) (41.4) (25.9 (543.8)
Financing activities (52.1) (61.5) 9.4 - (420.7)
Translation adjustments 1.9 (4.0) 59 15.8
Net increase 54 50.5 (45.1) 43.7
Cash and cash equivalents 1534 147.9 55 1,238.4
Total debt 69.4 78.0 (8.6) 560.2

Net cash provided by operating activities during the fiscal year ended March 31, 2001
decreased from the previous fiscal year. Although income before income taxes and
minority interests increased, higher tax payments and a decrease in depreciation

expenses led to a decline in net cash provided by operating activities.

Net cash used in investment activities increased primarily as a result of the acquisition
of the ban antiperspirant/deodorant brand, which is sold mainly in North America, and
increased purchases of short-term securities as part of investment of excess cash.
Principal capital spending in 'plant and equipment included production facilities for
laundry detergent and new products such as cooking oil, and the plant relocation in

Japan.
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Due to the redemption of corporate bonds, as of the fiscal year-end, Kao's total interest-
bearing debt decreased by 8.6 billion yen from the end of the previous fiscal year to
69.4 billion yen In addition, as part of its policy to enhance shareholders' returns, the
Company executed share redemption totaling 10 million shares of common stock valued

at 28.6 billion yen

As a result of the above, cash and cash equivalents at the end of the period increased by

5.4 billion yen year-on-year to 153.4 billion yen

2. Forecast for the Fiscal Year Ending March 31, 2002

In the consumer products market in Japan, Kao anticipates that consumer spending will
remain sluggish, which means no growth in sales volume can be expected, and we
project that prices will fall below the level of the fiscal year just ended. In view of this,
we are forecasting that the challenging operating environment will continue. In the
shrinking market, the Company will strive to further develop and reinforce new
busihesses, including cooking oil, in the health care field. In a parallel move, the
Company will undertake measures to increase the value of its brands by improving
existing products and developing and launching new products that meet new consumer
needs. These efforts will help lead to a slight sales increase from the level of the fiscal
year under review. To continue to achieve earnings growth, the Company also intends to
continue its efforts to reduce costs, effectively control expenses, and enhance

profitability as a management priority.

In the overseas consumer products business, with favorable foreign exchange rates, we
expect sales to exceed the level of the fiscal year under review, and we project growth in

operating income.

Although the Company expects competition to become even more intense in markets
throughout Asia, it intends to focus on core brands and foster greater brand power that

will lead to growth in sales.
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In North America and Europe, Kao will target growth in the skin care business in North
America and the hair care business in Europe. By concentrating on core brands,
reducing costs, and raising management efficiency, the Company expects to achieve

earnings growth in Asia as well as North America and Europe.

In the chemical products business, we project the operating environment in Japan to
continue to be challenging, and that sales will decline slightly. Overseas, the Company
projects that favorable foreign exchange rates will lead to a sales increase from the level
of the fiscal year under review. Overall, while we are projecting increased sales in the
chemical products business, we anticipate that operating income, which rose

significantly in the fiscal year just ended, will remain flat.

Absent foreign exchange gains, which contributed to improved non-operating
income/expenses in the fiscal year just ended, the Company projects ordinary profit for
the current fiscal year to decrease slightly. However, we project continued growth in net

income for the current fiscal year due to the elimination of major extraordinary losses.

In view of the above, we forecast that consolidated net sales for the fiscal year ending
March 31, 2002 will rise to 860.0 billion yen, while ordinary profit will decrease to

108.0 billion yen and net income will grow to 62.0 billion yen

We achieved significant annual EVA improvement in the fiscal year just ended. We will

endeavor to achieve earnings growth which will lead to further annual improvement in
EVA.

In line with the anticipated improvement in financial performance for the fiscal year
ending March 31, 2002, we plan to increase both interim and year-end cash dividends
by 1.00 yen per share to 13.00 yen per share and the total annual cash dividend
applicable to the year by 2.00 yen per share to 26.00 yen per share.

Please note that this forecast was estimated at the time of release and is subject to future

review.
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o X 22 ..
Summary of Consolidated Business Results for the First Qhar(t«;r
Ended June 30, 2003 "

News Release July 22, 2003

Tokyo, July 22, 2003 — Kao Corporation today announced consolidated business results for the
three months ended June 30, 2003, the first quarter of the year ending March 31, 2004. The
following summary of the business results that Kao submitted to the Tokyo Stock Exchange is
unaudited and for reference only.

Ticker code: 4452

Consolidated Financial Highlights (Unaudited)

(Millions of yen, millions of U.S. dollars, except per share data)

First quarter ended June 30 Fiscal 2002, ended
2003 2002 Change 2003 (US$) _ March 31, 2003

Yen % U.S. dollars Yen
Net sales ¥212,420 ¥208,844 1.7 $1,773.1 ¥865,247
Operating income 27,395 30,610 (10.5) 228.7 114,914
Ordinary income 28,522 31,642 9.9) 238.1 117,487
Net income 15,167 16,889 (10.2) 126.6 62,462
Total assets 695,504 750,425 (7.3) 5,805.5 720,849
Total shareholders’ equity 410,774 455,872 9.9) 3,428.8 417,030
Shareholders’ equity/total assets 59.1% 60.7% - - 57.9%
Shareholders’ equity per share (yen/US$) 742.17 779.19 4.8) 6.20 744.56
Net income per share (yen/US$) 27.31 28.74 (5.0) 0.23 108.05
Net income per share, diluted (yen/US$) 26.17 27.59 » (5.1) 0.22 103.69
Net cash provided by operating activities 3,258 - 27.2 134,179
Net cash used in investing activities (6,021) - (50.3) (77,568)
Net cash used in financing activities (19,581) - (163.4) (104,186)
Cash and cash equivalents 56,152 - 468.7 75,684

Notes:

1. Net income per share is computed based on the weighted average number of shares outstanding during the
corresponding periods.

2. US. dollar amounts represent translations using the approximate exchange rate on June 30, 2003, of yen
119.80=US81,and are included solely for the convenience of readers.

3. Consolidated statements of cash flows for the first guarter of fiscal year 2002 are not available.

4. Yen amounts are rounded down to the nearest million.

5. Change in scope of consolidation:
Consolidated subsidiaries (addition) 5
Equity method companies (addition) 1
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Forecast of Consolidated Results for the Six Months Ending September 30, 2003 and the Year

Ending March 31, 2004
(Millions of yen, millions of U.S. dollars, except per share data)
Six months ending Year ending

September 30, 2003 March 31, 2004

Yen U.S. dollars Yen U.S. dollars
Net sales ¥445,000 $3,714.5 ¥895,000 $7,470.8
Ordinary income 59,000 4925 118,000 985.0
Net income 31,000 258.8 64,000 534.2
Net income per share (yen/US$) - - 116.65 0.97

Forecast of Non-consolidated Results for the Six Months Ending September 30, 2003 and the

Year Ending March 31, 2004

Six months ending
September 30, 2003

(Millions of yen, millions of U.S. dollars, except per share data)

Year ending
March 31, 2004

Yen U.S. dollars Yen U.S. dollars
Net sales ¥330,000 $2,754.6 ¥650,000 $5425.7
Ordinary income 54,000 450.8 103,000 859.8
Net income 30,500 254.6 59,000 492.5
Net income per share (yen/US$) - - 107.54 0.90
Notes:

1. The forecast for the six months ending September 30, 2003 and the year ending March 31, 2004 are unchanged
Srom April 22, 2003. However, EPS has been adjusted to reflect a decrease in the number of shares outstanding
due to the repurchase of additional shares during the current fiscal year.

2. Net income per share is computed based on the weighted average number of shares outstanding during the fiscal
year.

3. US. dollar amounts represent translations using the approximate exchange rate on June 30, 2003, of yen
119.80=US$1,and are included solely for the convenience of readers.

Forward-Looking Statements

This release contains forward-looking statements that are based on management’s estimates,
assumptions and projections at the time of release. Some factors, which include, but are not limited
to, the risks and uncertainty associated with the worldwide economy, competitive activity and
currency fluctuation, could cause actual results to differ materially from expectations.

For further information, please contact:
Katsuya Fujii

Vice President

Investor Relations

Tel: 81-3-3660-7101 / Fax: 81-3-3660-8978

E-mail: ir@kao.co.ip
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Summary of Consolidated Business Results for the First Quarter Ended June 30, 2003
Business Results

Consolidated net sales for the three months ended June 30, 2003, the first quarter of the year ending
March 31, 2004, increased 1.7 percent, or 3.5 billion yen, from the same quarter a year earlier to
212.4 billion yen. In Japan, the economic slump and declining sales prices of consumer products
negatively impacted sales. The appreciation of the yen exerted a negative effect on overseas sales
when translated into yen totaling 2.3 billion yen, although acquisitions in the consumer products
business in North America and Europe supported sales. Earnings reflected aggressive investment in
marketing centered on new products launched during the spring in the Japanese consumer products
market and higher prices for fatty alcohol raw materials. Operating income decreased by 3.2 billion
yen to 27.3 billion yen. Ordinary income decreased 3.1 billion yen to 28.5 billion yen. Net income
for the first quarter decreased 1.7 billion yen to 15.1 billion yen. These results are all in line with
the forecasts announced on April 22, 2003.

Summary of Information by Business Segment

Consumer Products Business

Segment sales increased 1.3 percent from the same quarter a year earlier to 155.7 billion yen.
Excluding the negative currency translation effect on overseas sales due to the appreciation of the
yen, segment sales would have increased 2.4 percent from the same quarter a year earlier. Sales in
Japan decreased 0.6 billion yen from the same quarter a year earlier. Overseas sales increased from
the same quarter a year earlier because the benefit of acquisitions compensated for the negative
effect of 1.7 billion yen in translating overseas sales into yen.

1. Japan

Sales in Japan decreased 0.6 percent from the same quarter a year earlier to 117.8 billion yen. Retail
sales continued to decrease, while consumer spending remained weak. By sales channel, drugstore
sales increased, while sales at general merchandise stores (GMS) and supermarkets continued to
perform poorly. Sales at convenience stores and home improvement stores increased marginally.
Kao's marketing and sales divisions continued to work in close cooperation to promote aggressive

marketing activities at each chain store and in each region.

Personal Care Products: Moving to strengthen brand loyalty for Bioré, in spring 2003 Kao
launched Bioré Perfect Oil makeup remover and Bioré Mild-Acid UV Cut sunscreen lotion. Clear
Clean Plus Whitening toothpaste, which employs the power of malic acid and granules to lift away
yellowish surface stains, generated higher sales than projected. Competition intensified in the
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shampoo, conditioner and hair coloring categories. Sales increased 1.5 percent from the same
quarter a year earlier to 40.5 billion yen.

Fabric and Home Care: The spring 2003 launch of new Attack with Bleach laundry detergent,
which is formulated to remove stains, whiten laundry and eliminate bacteria, fortified the Artack
brand. Also, consumers responded well to the product features of 4llerclean home hygiene spray. It
is a daily-use cleaning spray for easy removal of minute dust particles and waste generated by mites,
which is hard to eliminate by vacuuming or airing bedding. The laundry finishing category,
including fabric softeners, was impacted by lower retail prices. Sales fell 3.9 percent from the same
quarter a year earlier to 56.5 billion yen.

Feminine Care, Baby Care and Others: Sales increased 5.0 percent from the same quarter a year
earlier to 20.8 billion yen. In the Feminine and Baby Care category, the Laurier sanitary napkin
brand continued to perform well. Sales of Relief brand adult incontinence products outpaced overall
market growth. In the disposable baby diaper category, Kao added value to the Merries brand with
two-way diapers that can be fastened at the front or back to reduce the stress of changing diapers. In
the Health Care (Functional Food) category, sales of the Econa lineup of healthy functional cooking
oils and related products continued to expand firmly, with sales of Econa Healthy Mayonnaise
meeting projections. Reception among consumers was enthusiastic for Healthya Green Tea, a
bottled tea for which Kao received permission from the Ministry of Health, Labour and Welfare to
label as a Food for Specified Health Use with the claim that the product is suitable for people who
are concerned about body fat. Healthya Green Tea was launched late May 2003 in selected markets
in Tokyo and surrounding areas.

2. Overseas

Attack laundry detergent and Laurier sanitary napkins performed well in China. The launch of skin
care product Bioré Bright White in several ASEAN countries contributed to sales growth, and sales
of Laurier in Thailand and Attack in Indonesia were solid. The markets of Hong Kong and Taiwan
were sluggish, which affected sales.

Kao generated overall double-digit sales growth in North America and Europe, including the
contribution of solid sales from John Frieda Professional Hair Care, Inc., which Kao acquired in
September 2002. In February 2003, Kao also began test marketing ENOVA (Econéz Healthy
Cooking Oil) in Chicago and Atlanta in the United States.
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Prestige Cosmetics Business

In the cosmetics market, sales of low-priced cosmetics increased, while sales of high-priced prestige
cosmetics were stagnant. Segment sales increased 0.5 percent from the same quarter a year earlier
to 19.6 billion yen.

Given these market conditions, Kao generated solid sales growth by strengthening its products
under the Sofina brand in ways such as improving the basic care products UV Cut Milk/Cream, the
Very Very series and the foundation Raycious. Moreover, Kao strengthened marketing activities to
acquire new customers for the est line of cosmetics sold only through department stores.

Chemical Products Business

Segment sales increased 2.6 percent from the same quarter a year earlier to 43.4 billion yen.
Excluding the negative currency translation effect on overseas sales due to the appreciation of the
yen, segment sales would have increased 3.8 percent from the same quarter a year earlier. Sales in
Japan increased 2.7 percent from the same quarter a year earlier. Overseas sales grew steadily,
although there was a 0.5 billion yen negative translation effect from the appreciation of the yen.

1. Japan

In the markets for existing oleochemicals and industrial-use chemical products, stagnant conditions
among customer industries impacted sales. Kao concentrated on generating growth in sales of
refrigerant oils for air conditioners and bulking agents for paper production. Customers responded
favorably to newly developed products such as pigment auxiliary for color inkjet printer ink
because of their outstanding product features, and slurries for use in polishing hard disks also
contributed to sales growth because they meet customer needs. In the specialty chemical business,
sales of toner and toner binder, including exports, increased solidly. As a result, sales increased 2.7
percent to 25.2 billion yen from the same quarter a year earlier.

2. Overseas

Sales of superplasticizers for raw concrete expanded in China and the ASEAN countries, where
demand is brisk. In addition, the expansion of fatty alcohol production capacity in Malaysia during
2002 supported increased global sales of fatty alcohols. Sales of toner and toner binder and aroma
chemicals in North America and Europe were firm.
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Financial Condition

As of June 30, 2003, total assets were 695.5 billion yen, a decrease of 25.3 billion yen compared to
the end of the previous fiscal year on March 31, 2003. The main factor in this change was the 21.5
billion yen decrease caused by the sale of marketable securities, which was carried out primarily to
cover payments of taxes and cash dividends, and the repurchase of approximately 6 million shares
of the Company’s stock. Moreover, sharcholders’ equity decreased 6.2 billion yen compared to
March 31, 2003 to 410.7 billion yen because payments for cash dividends and the repurchase of the
Company’s stock exceeded net income for the first quarter. The shareholders’ equity ratio increased
from 57.9 percent to 59.1 percent.

In cash flows, operating activities included income before income taxes and minority interests of
28.8 billion yen and depreciation and amortization totaling 12.8 billion yen, although income taxes
paid were 27.8 billion yen. In investing activities, purchase of tangible and intangible assets was
14.3 billion yen. In financing activities, Kao repurchased shares of the Company’s stock valued at
14.0 billion yen as it continued to work to raise returns to shareholders and capital efficiency. As a
result of these activities, the balance of cash and cash equivalents at the end of the first quarter was
56.1 billion yen, 19.5 billion yen less than the balance at the end of the previous fiscal year.

Forecast for the Fiscal Year Ending March 31, 2004

The operating environment remains challenging due to factors such as the deflationary environment
in the Japanese consumer products market. Consolidated results for the first quarter were in line
with Kao’s plan and Kao expects to achieve its performance projections for the year ending March
31, 2004, which were announced on April 22, 2003. The same is true of projections of
non-consolidated results.
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Consolidated Statements of Cash Flows

Millions of yen

Operating activities:

Q1/FY2003

Kao Corporation
July 22,2003

FY2002

Apr - Jun 2003  Apr '02 - Mar '03

Income before income taxes and minority interests 28,812 112,571
Adjustments for:
Depreciation and amortization 12,889 58,310
Interest and dividend income (369) (1,400)
Interest expense 254 1,591
Change in trade receivables (837) 11,868
Change in inventories (6,126) (1,309)
Change in trade payables 4,755 (8,869)
Change in liabitity for retirement benefits 522 8,327
Other, net (8,930) 5,972
Sub-total 30,971 187,061
Interest and cash dividends received 411 1,836
Interest paid (238) (1,563)
Income taxes paid (27,885) (53,155)
Net cash provided by operating activities 3,258 134,179
Investing activities:
Purchase of marketable securities and investment securities (7) (10,964)
Proceeds from the redemption and sales of marketable
securities and investment securities 7,836 37,930
Purchase of property, plant and equipment (9,443) (43,319)
Proceeds from sales of property, plant and equipment 1,083 1,116
Increase in intangible assets (4,940) (46,185)
Payment for purchase of newly consolidated subsidiaries,
net of cash acquired - (13,509)
Increase in long-term loans receivable (191) (966)
Other, net (358) (1,671)
Net cash used in investing activities (6,021) (77,568)
Financing activities:
Change in short-term debt 1,799 (4,225)
Repayments of medium-term notes - (2,575)
Purchase of treasury stock (14,042) (80,320)
Payments of cash dividends (7,291) (16,341)
Payments of cash dividends to minority interests (221) (723)
Other, net 173 -
Net cash used in financing activities (19,581) (104,186)
Translation adjustments on cash and cash equivalents 116 (2,656)
Net increase (decrease) in cash and cash equivalents (22,227) (50,232)
Cash and cash equivalents, beginning of year 75,684 124,921
Cash and cash equivalents of newly consolidated
subsidiaries, beginning of year 2,695 995
Cash and cash equivalents, end of year 56,152 75,684

Note: Consolidated statements of cash flows for the first quarter of fiscal year 2002 are not available.
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Kao Corporatio@-

Notice Regarding Purchase of the Company's Stock
from the Market

July 18, 2003
Kao Corporation (the "Company") hereby makes the following announcement: the Company

has purchased the Company's stock from the market pursuant to the provisions of Article 210
of the Commercial Code.

1) Period during which purchases were made:  From July 1, 2003
to July 18, 2003

2) Number of purchased shares: 2,500,000 shares

3) Total cost of purchases: 5,788,860,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of Directors held on
June 27, 2003:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 10,000,000 shares
-Total cost of purchases: Up to 25,000,000,000 yen

-Period during which purchases will be made: From July 1, 2003
to September 22, 2003

Total number of purchased shares and total cost of purchases pursuant to the above-noted
resolution as of July 18, 2003 :

2,500,000 shares

5,788,860,000 yen

2) Information regarding resolution made at the 97th Annual General Meeting of Shareholders
held on June 27, 2003:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 20,000,000 shares
-Total cost of purchases: Up to 50,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27, 2003,the date of
the 97th Annual General Meeting of Shareholders:

2,500,000 shares
5,788,860,000 yen

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660- 7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092

a7 sy -
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Kao Corporatio@ By,

Notice
Regarding the Determination of the Exercise Price of Stock Options

(Stock Acquisition Rights (Shinkabu-Yoyaku-Ken))

21

July 8, 2003

Kao Corporation (the "Company ") hereby makes the following announcement: the Exercise Price
of the stock acquisition rights to be issued as stock options (the " Stock Acquisition Rights") and
other related items were decided on the date hereof pursuant to the resolution passed at the meeting
of the board of directors held on June 27, 2003.

1. Issue Date of Stock Acquisition Rights (the “Issue Date™):
July 8, 2003
2. Aggregate Number of Stock Acquisition Rights to be Issued:

1,052 Stock Acquisition Rights
The number of shares per Stock Acquisition Right is 1,000 shares.

3. Type and Number of Shares subject to Stock Acquisition Rights:
A total of 1,052,000 shares of the common stock of the Company
4. The Amount to be Paid upon the Exercise of Stock Acquisition Rights:

The amount to be paid upon the exercise of each Stock Acquisition Right:

2,372,000 yen
The paid-in value for each share to be issued or transferred upon the exercise of the
Stock Acquisition Rights (the “Exercise Price”): 2,372 yen

5. Total paid-in value of the shares of the common stock of the Company to be issued or
transferred upon the exercise of all the Stock Acquisition Rights:

2,495,344,000 yen
6. Capitalization of the Exercise Price
1,186 yen shall be credited to capital stock account and non-capital stock account

respectively, in the event that shares are newly issued upon the exercise of the Stock
Acquisition Rights.

*(1) Date of the resolution of the board of directors pursuant to which it was decided to submit the
proposal regarding Stock Acquisition Rights for shareholder approval at the 97th Annual
General Meeting of Shareholders: April 22, 2003

*(2) Date of the resolution of shareholders at the 97th Annual General Meeting of Shareholders
approving the issuance of the Stock Acquisition Rights:
June 27, 2003

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044
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Kao Corporatio@ %y,

Notice
Regarding the Allotment of Stock Options
(Stock Acquisition Rights (Shinkabu-Yoyaku-Ken))

June 27, 2003

Kao Corporation (the "Company ") hereby makes the following announcement: at the meeting of
the board of directors held on the date hereof, the board of directors decided the details of stock
acquisition rights to be issued as stock options (the " Stock Acquisition Right(s)") pursuant to
Article 280-20 and 280-21 of the Commercial Code and the resolution at the 97th Annual General
Meeting of Shareholders on the date hereof.

1.

e

4.

Issue Date of Stock Acquisition Rights:

July 8, 2003

Aggregate Number of Stock Acquisition Rights to be Issued:

1,052 Stock Acquisition Rights

The number of shares per a Stock Acquisition Right (the "Allotted Number of Shares™)
shall be 1,000 shares; provided, however, in the event that the shares are split or
consolidated, the Allotted Number of Shares shall be adjusted proportionately in
accordance with the ratio of the split or consolidation of shares.

Issue Price of Stock Acquisition Rights:

The Stock Acquisition Rights shall be issued without receipt of consideration.

Type / Number of Shares under Stock Acquisition Rights:

1,052,000 shares of common stock of the Company

In case of adjustment of the Allotted Number of Shares in accordance with item 2
above, the number of shares under the Stock Acquisition Rights above shall be
adjusted to be equal to the product of (i) the Allotted Number of Shares after the
relevant adjustment and (ii) the aggregate number of Stock Acquisition Rights.

The Amount to be Paid upon Exercise of Stock Acquisition Rights:

To be determined on July §, 2003

The amount to be paid upon exercise of each Stock Acquisition Right shall be the
amount which is equal to the product of (i) the paid-in value per share to be issued or
transferred through the exercise of each Stock Acquisition Right (the “Exercise Price”)
and (ii) the Allotted Number of Shares.

The Exercise Price shall be the price which is equal to the product of (i) 1.05 and (ii)
the average of the daily closing prices (including bid/offer indications) of common




stock of the Company in the regular trading on the Tokyo Stock Exchange for thirty
(30) consecutive trading days (excluding the days on which no transactions are made)
commencing on forty-fifth (45th) trading day prior to the issue date of the Stock
Acquisition Rights (the “Issue Date”). Any fraction less than one (1) yen resulting
from such calculation shall be rounded up to the nearest yen.* In the event that the
amount resulting from the calculation above is less than the closing price of common
stock of the Company in regular trading on the Tokyo Stock Exchange as of the Issue
Date, the relevant closing price shall be the Exercise Price.

With respect to common stock of the Company, in case of issuance of new shares or
disposition of shares of the Company’s common stock at a price to be paid below the
market price, the Exercise Price shall be adjusted in accordance with the following
formula and any fraction less than one (1) yen resulting from such adjustment shall be
rounded up to the nearest yen; provided, however, the Exercise Price shall not be
adjusted, in case of exercise of stock acquisition rights, assignment of the shares of
Company’s common stock purchased from the market by the Company in accordance
with the resolution of the 95th Annual General Meeting of Shareholders to the holders
of the stock options and conversion of the convertible bonds previously issued.

Number of Paid-in Value
Number of
Previously Issued Shares + Newly Issued Shares per Share
Adjusted  _  Exercise Price y M Market Price
Exercise Price  before Adjustment Number of + Number of
Previously Issued Shares Newly Issued Shares

In the formula above, the Number of Previously Issued Shares shall mean the number
of shares of Company’s common stock issued and outstanding less the number of
shares of Company’s common stock held by the Company. In case of disposition of
the shares of Company’s common stock held by the Company, the Number of Newly
Issued Shares shall be read as the Number of the Shares to be Disposed.

Furthermore, in case of split or consolidation of shares, the Exercise Price shall be
adjusted proportionately in accordance with the ratio of the split or consolidation, and
any fraction less than one (1) yen resulting from such adjustment shall be rounded up
to the nearest yen.

6. Total paid-in value of the shares of the common stock of the Company to be issued or
transferred upon exercise of all the Stock Acquisition Rights:

To be determined on July 8, 2003
7. Exercise Period of Stock Acquisition Rights:
From July 1, 2005 to June 30, 2010
8. Other Conditions for Exercise of Stock Acquisition Rights:

Each Stock Acquisition Right may be partly exercised only if the number of shares

* The product of 1.05 and the average of closing prices of the Company’s common stock from May 6 to
June 16 is 2,372yen.




issued or transferred upon exercise of the Stock Acquisition Rights is an integral
multiple of the number of shares constituting one (1) Unit Share.

9. Events and Conditions for Cancellation of Stock Acquisition Rights:

10.

11.

12.

13.

In the event that the Company acquires unexercised Stock Acquisition Rights, the
Company may, at any time, cancel such Stock Acquisition Rights without any
compensation.

Restriction of Assignment of Stock Acquisition Rights:

Approval of the board of directors of the Company shall be required for assignment of
the Stock Acquisition Rights.

Issuance of Stock Acquisition Right Certificate:

Certificates of Stock Acquisition Rights shall be issued only when the Stock
Acquisition Right Holders request such issuance from the Company.

Capitalization of the Exercise Price:

The Exercise Price shall be credited to capital stock account and non-capital stock
account, in the event that shares are newly issued upon exercise of the Stock
Acquisition Rights. The portion of the Exercise Price credited to capital account shall
be determined by multiplying the Exercise Price by 0.5 (any fraction less than one (1)
yen resulting from such calculation will be rounded up to the nearest yen).

Individuals who will be allotted the Stock Acquisition Rights:

The directors and employees of the Company and its affiliates, totally 95 persons.

*(1) Date of resolution of the board of directors that decided the proposal at the 97th Annual

General Meeting of Shareholders: April 22, 2003

(2) Date of resolution of the 97th Annual General Meeting of Shareholders:

June 27, 2003

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044
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Kao Corporatio@

Notice Regarding Purchase of the Company's Stock
(Stock Purchase Pursuant to the Provisiors of Article 210 of the Commercial Code)

June 27, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the Board of
Directors, at the meeting of the Board of Directors held on the date hereof, decided to puréhase
the Company's stock as follows, pursuant to the decision to purchase the said stock made at the
97th Annual General Meeting of Shareholders held on the date hereof.

1) Type of shares to be purchased: Common shares
2) Total number of shares to be purchased: Up to 10,000,000 shares
3) Total cost of purchases: Up to 25,000,000,000 yen

4) Period during which purchases will be made: From July 1, 2003
to September 22, 2003

Reference:
Information regarding resolution made at the 97th Annual General Meeting of Shareholders held
on the date hereof:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased:  Up to 20,000,000 shares
-Total cost of purchases: Up to 50,000,000,000 yen

Media inquiries should be directed to:
Accounting & Finance Division
Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Kao Cnrpnraﬁn@
% it -

Notice Regarding Purchase of the Company's Stock " <D )

(Stock Purchase Pursuant to the Provisions of Article 211-3 of the Commercial Code) s ]
May 21, 2003
Kao Corporation (the “Company”) hereby makes the following announcement: At the meeting
of the board of directors held on the date hereof, the board of directors decided to purchase the
Company's stock from its subsidiary, pursuant to Article 211-3 of the Commercial Code.

1. Name of Subsidiary
Kao Hanbai Company, Ltd. (“Kao Hanbai”)

2. Particulars of Purchase

(1) Type of shares to be purchased:
Common stock

(2) Total number of shares to be purchased:
851,000 shares (0.15% of total outstanding shares)

(3) Total cost of the purchase:
The Total Cost of the purchase shall be the amount equal to the product of (i) the average of
the daily closing prices of common stock of the Company in the regular transactions on the
Tokyo Stock Exchange from May 22, 2003 to May 28, 2003 and (ii) 851,000 shares. Any
fraction less than one (1) yen resulting from such calculation shall be rounded to the nearest
yen.

(4) Date of the purchase:
May 29, 2003 (Planned)

3. Reason for Purchase
Kao Hanbai has become a subsidiary of the Company, since the Company has come to hold
more than 50% of the voting rights of Kao Hanbai. Pursuant to Article 211-2, paragraph 2 of
the Commercial Code, Kao Hanbai is obligated to dispose of its shares in the Company as
the Commercial Code prohibits a subsidiary from holding shares of its parent company.
Accordingly, and upon the request of Kao Hanbai, the Company will make the above-
mentioned purchase.

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Kao Corporatio@-

Notice Regarding Purchase of the Company's Stock
from the Market

May 20, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the Company
has purchased the Company's stock from the market pursuant to the provisions of Article 210
of the Commercial Code.

1) Period during which purchases were made: ~ From April 23, 2003
to May 20, 2003

2) Number of purchased shares: 3,401,000 shares

3) Total cost of purchases: 7,631,985,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of Directors held on
March 27, 2003:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 6,001,000 shares
-Total cost of purchases: Up to 16,500,000,000 yen

-Period during which purchases will be made: From April 1, 2003
to June 26, 2003

Total number of purchased shares and total cost of purchases pursuant to the above-noted
resolution as of May 20, 2003 :

6,001,000 shares

13,994,015,000 yen

2) Information regarding resolution made at the 96th Annual General Meeting of Shareholders
held on June 27, 2002:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 30,000,000 shares
-Total cost of purchases: Up to 80,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27, 2002,the date of
the 96th Annual General Meeting of Shareholders:

30,000,000 shares
76,998,055,000 yen

3) By the purchases effected on the market on May 20, 2003, Kao has finished the purchases
pursuant to the resolution made at the 96th Annual General Meeting of Shareholders held on
June 27,2002, pursuant to the provisions of Article 210 of the Commercial Code.

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660- 7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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1. CONSOLIDATED BASIS

Kao Corporation Reports Business Results

Tokyo, April 22, 2003 - Kao Corporation today announced its consolidated and
non-consolidated business results for the fiscal year ended March 31, 2003. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

Consolidated Financial Highlights (Unaudited) :
. Millions of

Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 % change 2003
Net sales 865.2 839.0 3.1 7,198.4
Operating income 114.9 111.7 2.9 956.0
Ordinary income . 1174 113.5 34 977.4
Net income 62.4 60.2 3.6 519.7
Total assets 720.8 772.1 (6.6) 5,997.1
Total shareholders' equity 417.0 459.7 (9.3) 3,469.5
Yen U.S. Dollars
Per share:
Net income 108.05 100.43 7.6 0.90
Cash dividends 30.00 26.00 A 15.4 ‘ 0.25
%
YEAR ENDED MARCH 31 2003 2002
Operating margin 13.3 13.3
Net income to total
shareholders’ equity (ROE) 14.2 13.1
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2003, of yen 120.20=US$1, solely for convenience.

2. From 2003, directors' bonuses, which are included in the appropriation of retained earnings, are deducted from
net income for the catculation of EPS. EPS for 2003 on the same basis as the previous year would increase by
7.8% to 108.30 yen.

Consolidated Forecasts for the Interim and the end of Fiscal Year Ending March
31, 2004

The forecast for business results for the six month period ending September 30, 2003, is
445 .0 billion yen (US$3,702.2 million) in net sales, 58.0 billion yen (US$482.5 million)
In operating income, 59.0 billion yen (US$490.8 million) in ordinary income and 31.0
billion yen (US$257.9 million) in net income.

The forecast for the full fiscal year ending March 31, 2004, is 895.0 billion yen
(US$7,445.9 million) in net sales, 117.0 billion yen (US$973.4 million) in operating
income, 118.0 billion yen (US$981.7 million) in ordinary income and 64.0 billion yen
(US$532.4 million) in net income. Net income per share is expected to be 115.20 yen
(US$0.96).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED MARCH3!1 2003 2002 % change 2003 2002 IncrADer,)
Like-for-like
Consumer Products 646.4 626.0 33 2.1 90.3 88.7 1.5
Prestige Cosmetics Sofina  75.8 74.1 2.2 2.2 52 4.7 04
Chemical Products 170.9 162.8 5.0 2.8 18.2 17.7 0.4
Corporate/Eliminations (27.9) (23.9) - - 1.0 0.4 0.6
Millions of U.S. Dollars
SALES OPERATING INCOME
YEAR ENDED MARCH 31 2003 2002 % change 2003 2002 Incr/(Der)
© Like-for-like
Consumer Products 53778 52084 33 21 7517 7384 13.3
Prestige Cosmetics Sofina  630.9 617.1 22 22 43.9 399 4.0
Chemical Products 1,422.1 13544 5.0 2.8 1514 1473 4.1
Corporate/Eliminations (232.4) (199.7) - - 9.0 3.9 5.1

Notes:

1. In the consolidated segment information by business, Cosmetics (Sofina) has been renamed to Prestige Cosmetics

Sofina.

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen

YEAR ENDED MARCH 31

Japan

Asia/Oceania

North America

Europe
Corporate/Eliminations

YEAR ENDED MARCH 31

Japan
Asia/Oceania
North America
Europe

Corporate/Eliminations

Notes:

SALES ' OPERATING INCOME
2003 2002 % change 2003 2002 Incr/(Der)
* Like-for-like
6545 6481 10 10 985 951 3.3
101.5 934 8.6 4.2 5.3 8.3 (2.9
75.7 70.2 7.9 49 7.2 6.0 1.1
67.8 57.6 17.7 8.8 2.9 1.8 1.0
(34.5) (30.5) - - 0.8 0.1 0.6
Millions of U.S. Dollars
SALES OPERATING INCOME
2002 2001 % change 2002 2001 Iner./(Der)
" Like-for-like
54459 53926 1.0 1.0 8195 7920 275
844.9 777.9 8.6 42 44.8 69.6 (24.8)
630.6 584.6. 7.9 4.9 60.3 50.6 9.7
564.4 4794 17.7 8.8 24.2 15.7 8.5
(287.4) (254.2) - - 7.2 1.7 55

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2003, of yen 120.20=US$1, solely for convenience.
2. Like-for-like growth rates exclude the currency translation effect related to translation of local currencies into the

Japanese yen.
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2. NON-CONSOLIDATED BASIS

Non-Consolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 % change 2003
Net sales 661.7 654.1 1.2 5,505.4
Operating income 94.4 924 2.2 785.8
Ordinary income 98.3 98.5 {0.2) 817.8
Net income 49.4 55.5 (10.9) 411.3
Total assets 623.7 671.0 (7.0) 5,189.1
Total shareholders' equity 411.7 4598 (10.5) 3425.9
Yen U.S. Dollars
Per share: ’ o A S
Net income 85.42 92.25 (7.4) 0.71
Cash dividends 30.00 26.00 154 0.25
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31,
2003, of ven 120.20=US81, solely for convenience.

2. From 2003, directors’ bonuses, which are included in the appropriation of retained earnings, are deducted from
net income for the calculation of EPS. EPS for 2003 on the same basis as the previous year would be 85.64 yen.

Non-Consolidated Forecasts for the Interim and the end of Fiscal Year Ending
March 31, 2004

The forecast for business results for the six month period ending September 30, 2003, is
330.0 billion yen (US$2,745.4million) in net sales, 50.0 billion yen (US$416.0 million)
in operating income, 54.0 billion yen (US$449.3 million) in ordinary income and 30.5
billion yen (US$253.7 million) in net income.

The forecast for the full fiscal year ending March 31, 2004, is 650.0 billion yen
(US$5,407.7 million) in net sales, 98.0 billion yen (US$815.3 million) in operating
income, 103.0 billion yen (US$856.9 million) in ordinary income, and 59.0 billion yen
(USS US$490.8 million) in net income. Net income per share is expected to be 106.10
yen (US$0.88).

Note:

I. Due to changes in the accounting system between Kao and Kao Hanbal starting from April 2003,

the forecast for non-consolidated sales has been decreased by 2%.

Forward-Looking Statement

This release contains forward-looking statements that are based on management’s estimates, assumptions
and projections at the time of release. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity and currency fluctuation, could
cause actual results to differ materially from expectations.

For further information, please contact:

Katsuya Fujii, Vice President, Investor Relations
Tel: 81-3-3660-7101 / Fax: 81-3-3660-8978
E-mail:iir@kao.co.jp
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1. MANAGEMENT POLICIES

1. Basic Management Policies

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to win the highest levels of
trust and support from customers with consumer products for cleanliness, beauty and
health to help people enrich their lives, and in the chemical products field, by
contributing to industrial development. The Company also aims to pursue sustained
profitable growth and to consistently augment corporate value which Kao Corporation
views as being closely linked to securing profits for shareholders.

2. Basic Policies Regarding Distribution of Profits

In its dividends to shareholders, Kao seeks to increase per-share profit to a achieve
continuous increase in per-share dividends of approximately 30% of consolidated net
income. In its use of free cash flow, the Company strives to increase future corporate
value primarily through investment in existing core business for further expansion and
new business development, through M&A activity, and by undertaking measures in a
flexible manner, including share repurchase to increase returns to shareholders from a

long-term point of view and with investment efficiency uppermost in mind.
3. Policy Concerning Number of Shares Constituting One Unit of Stock

Kao is aware of the need for a large number of investors to participate in the trading of
its shares and for the sufficient liquidity of its shares, for them to be purchased at
appropriate price levels. In terms of liquidity, Kao shares rank highly among shares
traded on the First Section of the Tokyo Stock Exchange. The Company will observe
market trends and demands, and carefully consider whether or not reducing the number

of shares in each lot would be in the best interests of shareholders.
4. Management Measure Used as a Target

EVA (Economic Value Added),* which is used to measure true profit by including the
cost of invested capital as a factor, is Kao’s principal management measure. The
Company links continuing growth of EVA to expansion of corporate value, which
means long-term profits not only for shareholders, but for all Kao stakeholders as well.
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Kao views EVA growth as a primary focus of management activity. This measurement
is also utilized in determining the direction of long-term management strategies, for
evaluation of M&A activities and capital investments, for assessments of specific
businesses, and in developing performance targets for each fiscal year. To build
motivation, levels of achievement of targeted year-on-year improvement in EVA are a

factor in determining bonuses for executives and employees.
*EVA is a registered trademark of Stern Stewart & Co.
5. Medium- and Long-Term Management Strategies

By positioning consumer products, prestige cosmetics Sofina and chemical products as
its core business areas, Kao pursues profitable growth by emphasizing research and
development and by making high-quality, innovative products that meet the true needs
of consumers and customers.

Faced with slow growth in the Japanese market, the Company intends to strengthen its
powerful brands to improve its performance in existing businesses, and it will invest
management resources into the development of new products designed to create new
markets. By expanding its core business platforms, Kao will strive for further

development in new business fields such as health care.

Overseas, Kao will assign the highest priority to business expansion in the Asian region,
a growth market, whilst at the same time pursue business expansion in North America
and Europe. To do this, the Company will consider further M&A activity and strategic
business alliances to achieve synergies between new partners’ and its own strengths in

the area of research and product development.

In addition to the above strategies, Kao will continue management reform efforts and
rebuilding its business models in response to changes in the operating environment. The
Company will also continue to aggressively reduce operating costs, take steps to raise

work efficiency, and strive to achieve sustained EVA growth.
6. Issues for Management
The operating environment is becoming increasingly difficult, and dramatic changes are

expected. It is in times particularly as these that the Company is required to

energetically carry out reforms. In addition, Kao must reemphasize its traditional
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commitment to customer satisfaction and making superior products, the starting points
for any manufacturer. With this in mind, the Company must strategically focus on

investing management resources into building powerful brands.

We will aim for continuous profitable growth by taking the following operating
initiatives:

(1) maintaining and increasing market share of core brands;

(2) development of products that create new market segments;

(3) development and fostering the growth of new businesses; and

(4) expansion and strengthening of overseas business

Kao is also fully aware of the need for the internal control and enforcement of

compliance.
7. Basic Position on Corporate Governance and its Implementation

Kao’s basic position on corporate governance is to develop a suitable managerial
organization or system, and to take the necessary measures to realize the Company’s
basic management policies to continually increase corporate value through profitable
growth. The Company considers corporate governance to be one of its most important
managerial tasks.

In the managerial organizational reforms based on the resolutions of our 96th Annual
General Meeting of Shareholders held last June, the Company appointed two outside
directors, reduced the membership of the board of directors from 18 to 13, introduced
the executive officer system and transferred considerable responsibility and authority to
the executive officers to expedite decision-making and business execution. The
Company currently has 13 directors (including 2 outside directors), 21 executive
officers (including 11 directors), and 4 corporate auditors (including 2 outside corporate
auditors).

The Company has also reformed its compensation system for directors and corporate
auditors by introducing a stock option plan for directors, implementing the
performance-linked bonus system based on EVA for directors and by abolishing
retirement allowances for directors and corporate auditors in the future by ceasing
further provision of such allowances.

The Company will give ongoing consideration as to whether it should become a
“Company with three committees” as defined by the amended Commercial Code, as it
believes it is a subject of great importance. In the meantime, the Company will advance
its reform of the system and the managerial organization within the current framework

6
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of the directors and corporate auditors.

The Company has established a “Compensation Advisory Committee” and a
“Committee for the Examination of the Nominees for the Chairman of the Board of
Directors and the President”. In the “Compensation Advisory Committee”, the
Company’s representative directors have a compensation system for the directors and
executive officers and its level examined by outside directors. The current compensation
system and its level have already been examined by outside directors and were
evaluated as appropriate. The “Committee for the Examination of the Nominees for the
Chairman of the Board of Directors and the President” consists exclusively of all
outside directors and all outside corporate auditors. This committee will examine the
nominees prior to the election or re-election of the chairman of the board and or the
president and will submit its evaluation of the nominees’ qualifications to the board of
directors.

In addition, the Company has established a “Compliance Committee” for the promotion
of ethical corporate conduct and compliance with laws and regulations, and has
routinely implemented activities for securing compliance with laws and regulations,
fairness, and ethics. The Company has also recently revised the former “Corporate
Ethics of Kao Corporation” to “Kao Business Conduct Guidelines” to further promote
business conduct based on compliance with the laws and regulations, and ethics, as of
April 2003.
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The corporate governance and internal control structure is shown in the following
diagram.

Committee for the Examination of the
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(Conference by Corporate Auditors of Domestic Group Companies)

One of our two outside directors, Mr, Akishige Okada, is Chairman of the Board of
Sumitomo Mitsui Financial Group, Inc. Transactions such as regular banking
transactions, loans and guarantees take place between the Company, its affiliates and
Sumitomo Mitsui Financial Group affiliates. Our other outside director, Ms. Sakie
Tachibana Fukushima, is Representative Director of Japan Korn/Ferry International.
Japan Korn/Ferry International and its affiliates provide recruiting services to the
Company. All of the aforementioned are typical transactions among such companies,
and the outside directors have no direct personal interest in the Company.

There are no transactions between outside corporate auditors and the Company.
Moreover the independent auditors that audit the Company’s accounts and their
employees involved in the auditing process have no direct personal interest in the
Company. The independent auditors voluntarily ensure that any of its employees who
become involved in our company’s audit, will not be involved in the audit for more than
a certain period of time. The Company and the independent auditors enter into a
contract for the audit in accordance with the Commercial Code and Securities Exchange
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Law, and the Company pays a fee to the auditing firm based on the contract.

In addition to the aforementioned “Compliance Committee”, the Company has also
established the “Corporate Audit Services Department” that is responsible for the
Company’s internal audit on the appropriateness of daily business operations, and
validity and efficiency of the management, including the Company’s affiliates in Japan
and abroad. Besides this, a number of important group companies have assigned their
accounting audits to outside accounting firms. Furthermore, corporate auditors of the
Company and its domestic affiliates have periodic meetings to exchange information
concerning audit practices and procedures. From time to time, the Company also seeks
counsel and advice from outside experts such as lawyers with regard to management
and business operations for managerial decision-making.
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2. CONSOLIDATED BUSINESS RESULTS
1. Summary of Business Results for the Period under Review

In the fiscal year ended March 31, 2003, although there were signs of recovery in export
and production indicators at the beginning of the period, the economic slump continued
with sluggish investment in plants and equipment by private sectors and a drop in stock
prices, in addition to no improvement being seen in consumer spending, the

employment situation or wage levels.

Consolidated net sales rose by 26.2 billion yen to 865.2 billion yen, a 3.1% increase
from the previous fiscal year. Excluding a positive currency translation effect of 10.3
billion yen due to the weakening yen, actual sales growth would be 1.9%. Sales in Japan
were adversely affected by the sluggish consumer product market and declining sales
prices, but increased due to the introduction of new products and aggressive sales and
marketing activities to enliven the market. Sales in the chemical products business were
varied, with newly developed products and export products doing relatively well, while
sales in the existing businesses of oleochemical and specialty chemical products
suffered the effects of the stagnant Japanese economy. Outside Japan, partly due to the
effect of M&A activity on the North American and European consumer products
business, both the consumer products business and chemical products business indicated

steady sales growth, with the exception of certain affiliated companies.

Consolidated operating income rose by 3.1 billion to 114.9 billion yen from the
previous fiscal year. The effect of falling sales prices and increased marketing expenses
in Japan was largely absorbed by increased sales and cost reductions, resulting in an
increase of 3.3 billion yen to 98.5 billion yen. Meanwhile, operating income from
overseas business increased in consumer products for North America and Europe, while
decreasing for consumer products and chemical products in Asia, which resulted in a
decline of 0.7 billion yen to 15.5 billion yen.

Consolidated ordinary income was 117.4 billion yen, a rise of 3.9 billion yen from the
previous fiscal year. Consclidated net income increased by 2.1 billion yen to 62.4
billion yen. Of this, non-operating income from equity in the earnings of affiliates went
from a loss in the previous fiscal year to a gain, while the previous fiscal year’s foreign
exchange gain became a loss. An extraordinary gain was recorded as a result of
returning the proxy portion of pension funds to the government in Japan, but a valuation

loss occurred due to decreased valuation of investment securities and real estate owned

10
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by the Company.

Solid growth was achieved in net income per share at 108.05 yen due to an increase in
net income and the repurchase of 29.129 million of the Company’s shares from the

market.

As expected, the Company’s interim dividend per share increased by 2 yen to 15 yen,
thus increasing the annual dividend by 4 ven to 30 yen. EVA steadily improved due to
an increase of net operating profit after tax (NOPAT) and decreased capital charges
through repurchase of the Company’s shares from the market.

2. Summary of Results by Business Segment

Sales in the Japanese businesses of consumer products and prestige cosmetics Sofina
were strong. Some chemical products were subject to the effects of the sluggish
economy however grew steadily. Solid sales growth was also posted in each business
segment overseas due to M&A activity in the consumer products businesse in North

America and Europe, and a positive currency translation effect.

Although the consumer products business experienced difficulties in Asia, operating
income increased in Japan, North America and Europe. Similarly, operating income
from prestige cosmetics Sofina rose. In the chemical products business, rising material
costs in Asia caused a decrease in operating income, whilst the situation in Japanese,
North American and European markets led to the increase in operating income for
chemical products being moderate.

(1) Consumer Products Business

Net sales of consumer products rose 3.3% from the previous fiscal year to 646.4 billion
yen. Excluding a positive currency translation effect, sales growth in real terms was
2.1%. The increase in sales in Japan was only 1.0% year-on-year, but sales outside
Japan rose significantly due to such factors as the effect of M&A activity, and the
weaker yen. Although operating income fell for Asia, increased operating income was
achieved in the Japanese market, in addition to North American and European markets,

resulting in growth of 1.8%, a 1.5 billion yen increase to 90.3 billion yen.

11




Kao Corporation
News Release April 22, 2003

1) Japan

Amidst sluggish consumer spending, the market as a whole seems to have reached a
point where the decrease in sales prices has begun to settle, but retail sales of consumer
products have dropped from the level of the previous fiscal year. By channel, drug store
chains have shown significant growth, while giant supermarket chains have been in
decline and growth in convenience stores and home improvement stores has been
limited. In this environment, Kao stepped up marketing and sales efforts at each chain
store and in each region, while also diverting energy to activities designed to develop
the drug store business and attempting to stimulate the market with the introduction of
new and improved products with higher value. Earnings growth was restrained by such
factors as declining sales prices, increased marketing costs, and material prices caused
by the weaker yen. Nevertheless, the company’s aggressive cost-cutting and
cost-efficiency efforts resulted in a rise in earnings.

Sales composition of consumer products
: Billions of yen

YEAR ENDED MARCH 31 2003 2002 % change

Personal Care 165.5 166.8 (0.8%)
Fabric and Home Care 248.9 246.7 0.9%

Feminine Care, Baby Care and Others 86.2 82.2 4.9%

Total 500.8 495.8 1.0%

Notes:

1. With regard to consolidated segment titles by business, Laundry and Cleaning Products has been renamed to
Fabric and Home Care, whilst Hygiene and Others has been renamed to Feminine Care, Baby Care and Others.

In the market for personal care products, sales volume did not increase, while growing

competition led to a continued decrease in sales prices. There was, however, sales

growth through the drug store channel due to consumers’ heightened awareness of

health and beauty.

While continuing to strengthen brand loyalty for the total skin care brand Bioré using
the concept of mild acidity, Kao also released Bioré Perfect Oil makeup remover in
spring 2003, a cleansing oil based on innovative technology that can be applied on wet
skin. In the category for shampoo, conditioner, and treatment products, the Essential
brand underwent improvement, with the brand image of Merit also being improved.
Another factor contributing to sales was the release of Clear Clean Plus Whitening
toothpaste, which uses the power of malic acid and granules to lift and remove the
yellowish stains of teeth. Sales fell by 0.8% year-on-year partly due to the reduction of
the number of brands and product items, a strategic move designed to re-focus

12




Kao Corporation

News Release April 22, 2003

investment of management resources.

Principal new products:

Bioré Perfect Oil makeup remover

Clear Clean Plus Whitening toothpaste

Success Flavacyte medicated hair restoration tonic
Bub Chinese Quince Scent bath additives

In the market of fabric and home care products, prices continued to fall, albeit gradually,
with intense competition also continuing. Although the trend of a decrease in gift
products continued in the market for the Company’s laundry detergent, sales of ordinary
laundry detergent products increased.

Strategic marketing investments were made in Kao’s core brands, Attack laundry
detergent, Humming fabric softener and Quickle cleaning products, resulting in
increased sales. The Company released products last autumn such as Astack Spray Foam
pre-care laundry detergent, which dissolves tough and greasy stains on collars and
sleeves, the transparent fabric softener Humming Flare, which provides a new fragrance
and an exceptionally soft and smooth finish, and the Family Pure Kitchen Cleaner, a
daily-use handy kitchen cleaner. The Company also began the nationwide sale of
Quickle Wiper cleaning kit for carpet, for easy and thorough removal of hair, dust, and
pet hair tangled in carpet.

As a result, sales of fabric and home care products increased by 0.9% from the previous

fiscal year.

Principal new products:

Attack Spray Foam Pre-care laundry detergent
Humming Flare fabric softener

Family Pure Kitchen Cleaner

Quickle Wiper cleaning kit for carpet

In the area of feminine care, baby care and other products, the target population for
sanitary napkins and disposable diapers decreased in number resulting in reduced sales,

but the trend of falling prices appears to have come to an end.

While improving the basic functions of the Laurier sanitary napkins, the package was
also redesigned with an eye to the global market and improving the brand image by

13



Kao Corporation

News Release April 22, 2003

obtaining recognition particularly from younger consumers. The Merries brand of baby
disposable diapers underwent improvements to its texture, and sales volume increased,
but this product line was severely affected by a fall in prices. As the target population of
adult incontinence products is increasing due to the ageing of society, energy was also
put into sampling activities to promote the Relief brand, and growth greater than the
growth of the market was achieved thanks largely to increased sales of Relief’s
pants-type line.

Sales of the Econa line of products, which maintain a large share of the growing market
for healthy functional cooking oils, continued a high level of growth both for own use
and gift use. Healthy Econa Mayonnaise, released in September 2002, has been
progressing steadily, making a large contribution to the increase in sales.

As a result, sales of feminine care, baby care and other products rose 4.9% year-on-year.

Principal new products:
Laurier Super Guard MAX400 sanitary napkins
Relief Leak-Free Diapers incontinence products

Healthy Econa Mayonnaise
2) Asia and Oceania

Intense competition continued in retail prices due to competition with Japanese, North
American, European and local manufacturers, in addition to changes in distribution

structure caused by consolidation of major chain stores including global retailers.

As a result, this year Kao continued to reduce the number of brands and product items,
focusing management resources on eight key brands designated as core brands: Sifoné
and Feather hair care products; the Bioré skin care product line; Attack, Magiclean and
Haiter fabric and home care products; and Laurier and Merries feminine and baby care

products respectively.

Furthermore, in order to respond to changes in the business environment, the Company
has implemented measures to optimize production in China, Taiwan and the ASEAN

region, strengthen the management system and confer greater autonomy on managers.

As a result of the above, sales fell in some regions such as Taiwan due to the effect of
difficult market conditions and reductions in the number of products sold, but sales
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increased for the region as a whole because of strong performance in the ASEAN

region.

Furthermore, a new fully owned holding company was established in Shanghai in July
2002 to expand business in China, and in October, Kao Transfar (Hangzhou) Co., Ltd.
was established for the purpose of conducting business for consumer products, which

began production and sales in December 2002.
3) North America and Europe

Amidst difficult market conditions in both North America and Europe, strong sales were
displayed by the Naturally Smooth lotion product of the Jergens brand held by The
Andrew Jergens Company, which has attained the position of holding a leading share in
the hand and body lotion market. New products were released and more aggressive
marketing was also conducted for skin care products such as Curé/ and Bioré Pore
Strips. The number of existing products was reduced for the antiperspirant deodorant
brand ban, while new and improved products were also released in an attempt to
revitalize the brand. KPSS-Kao Professional Salon Services GmbH (formerly Goldwell
GmbH) also posted solid sales, and Flumen hair color released in 2001 is now being
sold in the United States, Canada, and other countries. In Europe, the premium hair care
product business of Guhl Ikebana GmbH posted results at the same level as last year,
but the entire Group companies in North America and Europe posted solid sales growth
as a whole.

Moreover, sales were in line with projected figures for KMS Research, Inc., a
manufacturer of professional-use hair care products mainly for North American and
European hair salons which was acquired in March 2002, its affiliates in the United
Kingdom and the premium hair care product marketer, John Frieda Professional Hair
- Care, Inc. in the U.S., which was acquired in September 2002.

(2) Prestige Cosmetics Sofina Business

In the cosmetics market, prestige cosmetics sales continued to decline both in volume
and value while sales of low-priced products continued to grow. In this stagnant market,
sales of prestige cosmetics Sofina, which saw its 20" anniversary in September 2002,
reached a record high of 75.8 billion yen, a 2.2% increase on the same period of the
previous year. The release of the Rise line, which is the culmination of years of research
on ceramide which retains moisture in the stratum corneum, and the renewal of the Vital
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Rich line, in addition to the expansion of the basic skin care series, contributed to
increased sales in the Sofina brand, while the performance of Medicated Whitening
Deep Science boosted sales of special care products. Also, the est line, targeted only at
department store channels, continued to grow steadily due to an ongoing marketing and
sales focus on the acquisition of new customers. Operating income increased by 0.4
billion yen to 5.2 billion yen. Cost reduction activities additionally contributed to the

increase in operating income.

Principal new products:

Rise — Lotion, Milk, Cream

est — Liquid Makeup

Raycious Ray Gradation Powder
AUBE Rouge Clear Glassé

(3) Chemical Products Business

Sales for chemical products rose by a 5.0% increase to 170.9 billion yen. Excluding a
currency translation effect, sales grew by 2.8%. Business in the Japanese, Asian, North
American and European markets showed steady growth. Operating income rose slightly
to 18.2 billion yen largely owing to the Japanese, North American and European

markets, despite rising oleochemical raw material prices causing a fall in Asia.
1) Japan

Due to their outstanding product features, newly developed products such as pigment
auxiliary for color inkjet printer ink were well received. Slurries for use in polishing
hard disks met customer demand and contributed to the increase in sales. The specialty
chemicals business showed strong growth in response to customer export needs for
plastic-related additives, toner and toner binder products. The industrial material
business, which produces high performance concrete additives that dramatically
strengthen raw concrete, was affected by sluggish demand in the construction sector.
Operating income increased as a result of concerted efforts to absorb a decline in sales

prices through cost-cutting measures and by increasing sales volume.
2) Asia

Sales of concrete additives rose in China, Taiwan and other Asian countries where

demand is strong. Thailand and Indonesia also saw a rise in sales for various fields.
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Sales in Malaysia increased due to the augmentation of production capacity at the
Company’s fatty alcohol facilities. These increases led to steady sales growth in Asia.
Despite an increase in sales and the promotion of streamlining and cost-cutting
measures, operating income dropped as a result of an increase in oleochemical raw
material prices. Taiwan saw a continuation of the shift of plants to China resulting in the

halting of the Company’s production of chemical products in Taiwan.
3) North America and Europe

The toners and toner binders for copiers and printers business which saw an
augmentation in manufacturing infrastructure showed robust growth after a further
strengthening of the global management system centering on Japan, the U.S. and Spain.
The aroma chemical business, whose products include a number of synthetic aroma
products which enjoy a top share of the world market, increased on the back of
expansion of sales of new products. In March 2003, the Company agreed to acquire the
aroma chemicals and fragrance compound business of Cognis Deutschland GmbH & Co.
KG, a global manufacturer of specialty chemicals and nutritional ingredients based in
Germany, and expects a synergy effect with Kao’s existing business. As a reorganization
of operations in the U.S. and Mexico, the textile auxiliary business was sold off.
Operating income increased as a result of strong growth in North America and Europe,
allowing for the absorption of increased depreciation expenses from capital investment

in plants and equipment.
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3. FORECAST

1. Forecast for the Fiscal Year Ending March 31, 2004

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 3! 2004 2003 % change 2003
Net sales 895.0 865.2 34 7,445.9
Operating income 117.0 114.9 1.8 9734
Ordinary income 118.0 117.4 04 981.7
Net income 64.0 62.4 2.5 532.4
Yen U.S. Dollars

Per share: - o B o -

Net income 115.20 108.05 6.6 0.96

Cash dividends 32.00 30.00 6.7

0.26

There is great uncertainty in Japan’s economy, ranging from weak stock prices and the
problem of bad debt, to a lack of investment in plants and equipment and difficulties in
the employment situation and wage levels. As a company Kao believes that it will be
some time before there is real recovery in consumer spending. There is also the
structural issue of deflation, and it is foreseen that there will be little growth in either
sales volume or value in the industry as a whole.

Under these conditions, in the Japanese consumer products market, Kao will be focused
on strategic marketing to further strengthen existing core brands and nurture new brands,
in addition to conducting aggressive sales activities to stimulate the sluggish market to
increase sales volume. The cosmetics market is still seeing growth in low-priced
products while luxury and prestige products remain sluggish, but the Company will
focus on the promotion of distinctive new cosmetic products and work to strengthen the
brands of Sofina, AUBE and est. In the chemical products market, the Company feels
that even more time will be required for target industries to undergo economic recovery,
and sales will remain flat, however it is the Company’s intention to continue focusing

energies on specific businesses in existing and new areas.

Overseas, in the consumer products business in Asia and Oceania, the Company will
continue to conduct aggressive marketing in the rapidly growing Chinese market, while
strengthening ties with the newly established Kao Transfar' (Hangzhou) Co., Ltd. to
further develop this market. Furthermore, non-core brands will be reduced in this region,
focusing management resources on core brands in an attempt to increase sales and
profitability. In the consumer products markets in North America and Europe, the

Company expects to fully cultivate the brands of the recently acquired KMS Research
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and John Frieda hair care products companies and increase sales through the synergy
created between these and existing businesses. The Company also expects to post
increased sales in its chemicals business in these regions due to growth in specialty
chemicals such as aroma products, toners and toner binders for copiers and printers, and

contributions from acquired aroma businesses.

As a result of the above, Kao projects that sales for the next fiscal year will increase by
3.4%, a figure of 29.7 billion yen to 895.0 billion yen, and that operating income will
rise by 1.8% to 117.0 billion yen. Ordinary income is expected to rise 0.4% to 118.0
billion yen, and net income is projected to rise by 2.5% to 64.0 billion yen. The
Company is planning for an increase in marketing and other expenses, and the
occurrence of amortization expenses of goodwill and the trademarks of John Frieda,
KMS Research and aroma businesses. An increase in the cost of raw materials for fatty
alcohol and other chemical products is also anticipated, however the Company will
make aggressive efforts to secure stable income by implementing further cost reduction

measures not only in Japan, but also overseas.
Based on the forecasted growth in profits, Kao plans to increase its annual dividend by
2 yen per share to 32 yen, and to increase its interim dividend by 1 yen per share to 16

yen.

Kao will continue its efforts to increase profits and improve capital efficiency, and

endeavors to meet midterm EVA improvement targets.

2. Underlying Assumptions of the Forecasts for the Fiscal Year Ending March 31,
2004

The above forecasts were made assuming exchange rates of one U.S dollar to 120.0 yen,
one euro to 129.0 yen, and one New Taiwan dollar to 3.5 yen.
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4. FINANCIAL CONDITION

1. Consolidated Financial Condition (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 Incr/(Decr) 2003
Total assets S 720.8 772.1 (51.2) 5,997.1
Total shareholders' equity 417.0 459.7 (42.7) 3,469.5
Yen U.S. Dollars
Per share: - -
Shareholders’ equity 744.56 779.44 (34.89) 6.2
%
YEAR ENDED MARCH 31 2003 2002
Equity ratio 57.9 59.5
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 31
2003, of yen 120.20=US81, solely for convenience.

2. From 2003, total shareholders’ equity per share is computed using the number of shares outstanding which
includes all latent shares for the outstanding. This would be 744.81 yen based on using the same calculation
method as the previous year.

Total assets fell 51.2 billion yen to 720.8 billion yen. The main factor in this change was
the 83.1 billion yen decrease caused by the sale of marketable securities that had been
purchased as an investment from surplus funds. This was done to respond to the demand

for capital investment in plants and equipment, M&A activities and the repurchase of
Company’s stocks.

While net income steadily increased this year, shareholder equity decreased 42.7 billion
yen to 417.0 billion yen due to an 80.3 billion yen increase in treasury stock, as a result
of the repurchase of the Company’s stocks. Shareholder equity per share dropped by
34.89 yen to 744.56 yen. The shareholders’ equity ratio decreased from 59.5% to 57.9%.
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2. Summarized Consolidated Cash Flow (Unaudited)
Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 Incr./(Dcr.) 2002
Operating activities 134.1 130.9 (3.2) 1,116.3
Investing activities (77.5) (77.6) 0.0 (654.3)
Financing activities (104.1) (86.2) (17.9) (866.8)
Translation adjustments (2.6) 3.4 (6.1) (22.1)
Net increase (50.2) (29.5) (20.7) (417.9)
Beginning balance of newly
consolidated companies 0.9 0.9 0.0 8.3
Cash and cash equivalents 75.6 124.9 (49.2) 629.7
Total debt 49.0 55.9 (6.9 408.0

Net cash provided by operating activities increased 3.2 billion yen year-on-year to 134.1
billion yen. Pre-tax income rose 4.6 billion yen to 112.5 billion yen, and depreciation
and amortization expenses remained at the same level as the previous fiscal year at 58.3
billion yen. Corporate tax payments were 53.1 billion yen.

Net cash used in investment activities was 77.5 billion yen which is in the same
proximity as the level of last fiscal year. The main investment activities were the
acquisition of the trademarks and stocks of John Frieda Inc. of the U.S. last September,
and investment in plants and equipment, the main purpose of which is to invest in
production facilities for new products and to increase production capacity both in Japan
and overseas. In Japan investment was made into expanding physical distribution

facilities and installing a new information system.

Net cash used in financing activities increased 17.9 billion yen year-on-year to 104.1
billion yen. The Company also continued to repurchase the Company’s shares valued at
80.3 billion yen. Moreover, as a result of returning long-term loans to financial
institutions and redeeming corporate bonds, the total balance of loans and corporate
bonds fell 6.9 billion yen year-on-year to 49.0 billion yen.

As a result of these activities, the balance of cash and cash equivalents at the end of the
fiscal year was 75.6 billion yen, 49.2 billion yen less than the balance at the end of the

previous fiscal year.
3. Forecast for the Fiscal Year ending March 31, 2004

Although the operating environment is expected to be as severe as that of the year just
ended, Kao projects that the portion of cash flow from operating activities accounted for
by net income before taxes and other adjustments will be slightly higher than in the
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previous fiscal year.

The portion of cash flow from investment activities accounted for by investment in
plants and equipment is expected to increase slightly within Japan although investment
is planned to increase production capacity and promote streamlining. Overseas,
investment in plants and equipment is planned at the same level as the previous year.
With regard to acquisition activities, Kao has agreed to the purchase of the fragrance
and specialties chemicals business, Cognis Deutschland GmbH & Co. KG.

In terms of cash flow from financing activities, Kao will propose further stock purchase
of up to 20 million shares or up to 50 billion yen in value, pursuant to Article 210 of the
Commercial Code at the general shareholders meeting to be held on June 27, 2003. This
will improve capital efficiency, increase returns to shareholders and allow the adoption
of timely and flexible capital policy measures. Kao will continue to carry out stock
purchase in a flexible manner, taking into account business investment projects. Kao
plans to increase its annual dividend by 2 yen per share. Total debt at the end of the
coming year is expected to be approximately 47.0 billion yen.

Consequently, cash and cash equivalents at the end of the coming year will be about
70.0 billion yen, less than the balance at the end of this fiscal year.

4. CASHFLOW INDICES

YEAR ENDED MARCH 31 2002 2001 2000 1999
Shareholders’ equity/Total assets (%) 57.9 59.5 59.1 63.3
Market capitalization/Total assets (%) 186.0 186.0 245.6 259.7
Interest bearing debt/Operating cash flow (years) 04 a.5 0.6 0.5
Operating cash flow/Interest paid ~ (X) 85.8 72.2 54.7 72.4
Notes:

1. All indices are computed based on consolidated data.

2. Market capitalization equals the stock price at the end of the fiscal year multiplied by the number
of shares outstanding at the end of fiscal year.

3. Operating cash flow is shown In consolidated statements of cash flow. Interest bearing debt is all
debt included in consolidated balance sheets.
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Changes of Corporate Auditors and Executive Officers
(Titles effective as of June 27, 2003)

Candidates for new Corporate Auditors

Tsuneo Ejiri Full-time Corporate Auditor (Currently Vice President -
' Administration, Chemical Company)

Kohei Nasu Outside Corporate Auditor (Attorney at Law)

Retiring Corporate Auditors
Katsuhiko Hiraoka
Takashi Tajima

New Assignment to Senior Executive Officers

Nobuatsu Higuchi Executive Vice President, President - Greater China
(Currently Executive Officer, President - Greater China)

Naotake Takaishi Executive Vice President, Global R&D (Currently Executive
Officer, Senior Vice President - Global R&D)
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Regarding Stock Options (Stock Acquisition Rights (Shinkabu-Yoyaku-Ken)) * 7: =

April 22, 2003

Kao Corporation (the "Company ") hereby makes the following announcement: at the meeting of

the board of directors held on the date hereof, the board of directors decided that the proposal to

issue stock acquisition rights as stock options (the " Stock Acquisition Right(s)") pursuant to

Article 280-20 and 280-21 of the Commercial Code be made to the shareholders at the 97th Annual

General Meeting of Shareholders to be held on June 27, 2003.

L. Reason for Issuing Stock Acquisition Rights upon Espectally Favorable Terms towards
Persons other than the Shareholders

The Company introduces the stock option system for the purpose of having the directors
and employees of the Company and its affiliates share interests with the shareholders to
increase the value of the Company.
2. Summary of the Issuance of Stock Acquisition Rights
(H Type / Number of Shares under Stock Acquisition Rights:
Up to 1,200,000 shares of common stock of the Company.

In case of adjustment of the Allotted Number of Shares (defined as below) in
accordance with item (2) below, the number of shares under the Stock Acquisition
Rights above shall be adjusted to be equal to the product of (i) the Allotted Number of
Shares after the relevant adjustment and (ii) the aggregate number of Stock
Acquisition Rights.

@))] Aggregate Number of Stock Acquisition Rights to be Issued:
Up to 1,200 Stock Acquisition Rights.
The number of shares per a Stock Acquisition Right (the "Allotted Number of Shares™)
shall be 1,000 shares; provided, however, in the event that the shares are split or
consolidated, the Allotted Number of Shares shall be adjusted proportionately in
accordance with the ratio of the split or consolidation of shares.

3) Issue Price of Stock Acquisition Rights:
The Stock Acquisition Rights shall be issued without receipt of consideration.

4 The Amount to be Paid upon Exercise of Stock Acquisition Rights:
The amount to be paid upon exercise of each Stock Acquisition Right shall be the
amount which is equal to the product of (i) the paid-in value per share to be issued or
transferred through the exercise of each Stock Acquisition Right (the “Exercise Price”)

and (ii) the Allotted Number of Shares.

The Exercise Price shall be the price which is equal to the product of (i) 1.05 and (ii)




the average of the daily closing prices (including bid/offer indications) of common
stock of the Company in the regular transactions at the Tokyo Stock Exchange for
thirty (30) consecutive trading days (excluding the days on which no transactions are
made) commencing on forty-fifth (45th) trading day prior to the issue date of the Stock
Acquisition Rights (the “Issue Date™). Any fraction less than one (1) yen resulting
from such calculation shall be rounded up to the nearest yen. In the event that the
amount resulting from the calculation above is less than the closing price of common
stock of the Company at the Tokyo Stock Exchange as of the Issue Date, the relevant
closing price shall be the Exercise Price.

With respect to common stock of the Company, in case of issuance of new shares or
disposition of shares of the Company’s common stock at a price to be paid below the

market price, the Exercise Price shall be adjusted in accordance with the following
formula and any fraction less than one (1) yen resulting from such adjustment shall be

rounded up to the nearest yen; provided, however, the Exercise Price shall not be

adjusted, in case of exercise of stock acquisition rights, assignment of the shares of
Company’s common stock purchased from the market by the Company in accordance
with the resolution of the 95th Annual General Meeting of Shareholders to the holders
of the stock options and conversion of the convertible bonds previously issued.

Number of Number of Paid-in Value
Previously Issued Shares + Newly Issued Shares Per Share
Adjusted _  Exercise Price Market Price
Exercise Price  before Adjustment Number of - Number of
Previously Issued Shares Newly Issued Shares

)

(6)

O

In the formula above, the Number of Previously Issued Shares shall mean the number
of shares of Company’s common stock issued and outstanding less the number of
shares of Company’s common stock held by the Company. In case of disposition of
the shares of Company’s common stock held by the Company, the Number of Newly
Issued Shares shall be read as the Number of the Shares to be Disposed.

Furthermore, in case of split or consolidation of shares, the Exercise Price shall be
adjusted proportionately in accordance with the ratio of the split or consolidation, and
any fraction less than one (1) yen resulting from such adjustment shall be rounded up
to the nearest yen.

Exercise Period of Stock Acquisition Rights:
From July 1, 2005 to June 30, 2010.

Other Conditions for Exercise of Stock Acquisition Rights:
Each Stock Acquisition Right may be partly exercised only if the number of shares
issued or transferred upon exercise of the Stock Acquisition Rights is an integral

multiple of the number of shares constituting one (1) unit.

Events and Conditions for Cancellation of Stock Acquisition Rights:

The Company may, at any time, cancel the Stock Acquisition Rights without any
compensation when the Company has acquired the unexercised Stock Acquisition
Rights.




®)

Restriction of Assignment of Stock Acquisition Rights:

Approval of the board of directors of the Company shall be required for assignment of
the Stock Acquisition Rights.

3. Summary of Allotment of Stock Acquisition Rights

Upon allotment of the Stock Acquisition Rights, the Agreement Concerning Allotment
of the Stock Acquisition Rights according to the summary below consisting of the
conditions which the board of directors of the Company deems reasonable to the extent
of the purpose of the issuance of the Stock Acquisition Rights shall be executed
between the Company and the person to whom the Stock Acquisition Rights will be
allotted.

(Summary of Agreement Concerning Allotment of Stock Acquisition Rights)

(I
@

)

No assignment, creation of a pledge or any other disposition of the Stock Acquisition
Rights shall be admitted.

Any person to whom a Stock Acquisition Right is allotted may exercise such Stock
Acquisition Right after he/she ceases to be a director or an employee of the Company
or its affiliates, and when such person passes away, the heirs of such person may
exercise the Stock Acquisition Rights; provided, however, in each case above, that a
holder of the Stock Acquisition Rights and his/her heirs do so pursuant to the
conditions prescribed in the Agreement Concerning Allotment of Stock Acquisition
Rights.

In addition to the summary above, the Agreement Concerning Allotment of the Stock
Acquisition Rights shall provide for the restrictions of exercise of Stock Acquisition
Rights and other terms and conditions.

*Upon shareholders’ approval of the resolution above at the 97th Annual General Meeting of
Shareholders to be held on June 27, 2003, the details of issuance and allotment of the Stock
Acquisition Rights shall be determined by a resolution of the board of directors of the Company to
be held after such meeting of shareholders.

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)

Phone: +81-

3-3660-7043

Fax: +81-3-3660-7044
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Notice Regarding Purchase of the Company's Stock
(Stock Purchase Pursuant to the Provisions of Article 210 of the Commercial Code)

April 22, 2003

Kao Corporation (the “Company”’) hereby makes the following announcement: at
the meeting of the ward of directors held on the date hereof, the board of
directors decided that the proposal to purchase the Company's stock pursuant to
Article 210 of the Commercial Code be made to the shareholders at the 97th
Annual General Meeting of Shareholders to be held on June 27, 2003.

1. Purpose of the Stock Purchase

The Company will purchase its stock after obtaining approval from the
shareholders in accordance with Article 210 of the Commercial Code. The
purchase of the stock will improve capital efficiency, and increase returns to
shareholders. Also, the approval of the shareholders will enable the Company to
adopt timely and flexible capital policy measures from time to time in response
to changes in the business environment.

Starting from the fiscal year ended on March 31, 2000, the Company has been
purchasing its stock on an annual basis, and such purchases have contributed to
improving Earnings Per Share and ROE. The Company will continue to carry
out stock purchase in a flexible manner, taking into account its cash position,
business investment opportunity and other factors.

2. Particulars of the Shares to be Purchased by the Company
(1) Type of shares to be purchased: Common stock
(2) Total number of shares to be purchased: Up to 20,000,000 shares
(3.6% of total outstanding shares)
(3) Total cost of the purchase: Up to 50,000,000,000 yen

Note:

Following approval by shareholders at the 97th Annual General Meeting of
Shareholders to be held on June 27, 2003, the Company will be authorized to
purchase its stock until the time of the completion of the 98th Annual General
Meeting of Shareholders. '

Reference:

1) The total number of shares purchased by the Company from the time the
Company began purchases of its stock is 71.599 million shares, 11.5% of the
issued shares as of March 31, 1999. The details of the purchases are as
follows:




- Number of purchased shares pursuant to the provisions of Article 3 of the
former “ Law Concerning Special Rules of the Commercial Code with Respect to
the Procedure for Redemption of Stock” and the provisions of Article 3,
Paragraph 4 of the Additional Rule to the “Law for Partial Amendment etc. to the
Commercial Code etc.” (Law No.79 of 2001)

Period of Purchase Number of Shares Purchased Purchase Cost
(million shares) __(billion yen)
June 1999 - March 2000 10.000 29.50
April 2000 - March 2001 10.000 28.64
April 2001 - March 2002 19.870 56.75
April 2002 — June 2002 5.130 14,16
Total 45.000 129.05

- Number of purchased shares pursuant to the resolution (the total number of
shares: up to 30 million shares, the total cost of the purchase: up to 80 billion
yen) made at the 96th Annual General Meeting of Shareholders held on June 27,
2002 in accordance with Article 210 of Commercial Code

Period of Purchase Number of Shares Purchased Purchase Cost
(million shares) (billion ven)
June 2002 - March 2003 23.999 63.00
April 2003 2.600 6.36
Total 26.599 69.36

The Company is authorized to purchase its shares until the time of the
completion of the 97th Annual General Meeting of Shareholders to be held on
June 27, 2003.

2)Total number of issued shares 599,443,701 shares
Total number of treasury shares 39.090.648 shares
Total number of outstanding shares 560,353,053 shares

(as of March 31, 2003)

3) Amount of capital: 85,424,265,916 yen
(as of March 31, 2003)

Media inquiries should be directed to:
Accounting & Finance Division
Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Notice Regarding Purchase of the Company's Stock
from the Market

April 18, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the
Company has purchased the Company's stock from the market pursuant to the
provisions of Article 210 of the Commercial Code.

1) Period during which purchases were made:From April 1, 2003
to April 18, 2003

2) Number of purchased shares: 2,600,000 shares

3) Total cost of purchases: 6,362,030,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of
Directors held on March 27, 2003:

“Type of shares to be purchased: Common shares
“Total number of shares to be purchased: Up to 6,001,000 shares
-Total cost of purchases: Up to 16,500,000,000 yen

-Period during which purchases will be made: From April 1, 2003
to June 26, 2003

Total number of purchased shares and total cost of purchases pursuant to the
above-noted resolution as of April 18, 2003 :

2,600,000 shares
6,362,030,000 yen

2) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 30,000,000 shares
-‘Total cost of purchases: Up to 80,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27,
2002,the date of the 96th Annual General Meeting of Shareholders:

26,599,000 shares
69,366,070,000 yen

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Notice Regarding Purchase of the Company's Stock
(Stock Purchase Pursuant to the Provisions of Article 210 of the Commercial Code)

March 27, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the
Board of Directors, at the meeting of the Board of Directors held on the date hereof,
decided to purchase the Company's stock as follows, pursuant to the decision to

purchase the said stock made at the 96th Annual General Meeting of Shareholders
held on June 27, 2002,

1) Type of shares to be purchased: Common shares
2) Total number of shares to be purchased: Up to 6,001,000 shares
3) Total cost of purchases: Up to 16,500,000,000 yen

4) Period during which purchases will be made: From April 1, 2003
to June 26, 2003

Reference:
1) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

-Type of shares to be purchased: Common shares
-‘Total number of shares to be purchased: Up to 30,000,000 shares
-Total cost of purchases: Up to 80,000,000,000 yen

2) Total number of purchased shares and total cost of purchases after June 27, 2002,
the date of the 96th Annual General Meeting of Shareholders:
23,999,000 shares
63,004,040,000 yen

Media inquiries should be directed to:
Accounting & Finance Division
Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Notice Regarding Purchase of the Company's Stock
from the Market

March 20, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the
Company has purchased the Company's stock from the market pursuant to the
provisions of Article 210 of the Commercial Code.

1) Period during which purchases were made:From February 26, 2003
to March 20, 2003

2) Number of purchased shares: 3,290,000 shares

3) Total cost of purchases: 8,063,985,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of
Directors held on December 18, 2002:

-“Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 9,500,000 shares
‘Total cost of purchases: Up to 28,000,000,000 yen

-Period during which purchases will be made: From January 6, 2003
to March 20, 2003

Total number of purchased shares and total cost of purchases pursuant to the
above-noted resolution as of March 20, 2003 :

9,500,000 shares
23,525,295,000 yen

2) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 30,000,000 shares
“Total cost of purchases: Up to 80,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27,
2002,the date of the 96th Annual General Meeting of Shareholders:

23,999,000 shares
63,004,040,000 yen

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092




Exhibit A-20




03\"?»? ~
EES

Kao Corporatlo@ L

_ '
Notice Regarding Purchase of the Company's Stock
from the Market

February 25, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the
Company has purchased the Company's stock from the market pursuant to the
provisions of Article 210 of the Commercial Code.

1) Period during which purchases were made: From January 23, 2003
to February 25, 2003

2) Number of purchased shares: 4,400,000 shares

3) Total cost of purchases: 10,880,785,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of
Directors held on December 18, 2002:

‘Type of shares to be purchased: Common shares
“Total number of shares to be purchased: Up to 9,500,000 shares
-Total cost of purchases: Up to 28,000,000,000 yen

-Period during which purchases will be made: From January 6, 2003
to March 20, 2003

Total number of purchased shares and total cost of purchases pursuant to the
above-noted resolution as of February 25, 2003 :

6,210,000 shares
15,461,310,000 yen

2) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

-Type of shares to be purchased: Common shares
-Total number of shares to be purchased: Up to 30,000,000 shares
“Total cost of purchases: Up to 80,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27,
2002,the date of the 96th Annual General Meeting of Shareholders:

20,709,000 shares
54,940,055,000 yen

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail’ ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Notice Regarding Application to the Osaka Securities Exchange
for Delisting

January 22, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the Board
of Directors, at the meeting of the Board of Directors held on the date hereof, resolved
upon application for the delisting of shares and convertible bonds of the Company to be
filed with the Osaka Securities Exchange.

Particulars
1. Reason for Application for Delisting

Shares and convertible bonds of the Company are currently traded on the Tokyo Stock
Exchange and the Osaka Securities Exchange in Japan. Delisting would have little or no
impact upon our shareholders and investors as the volume of shares and convertible
bonds traded on the Osaka Securities Exchange has been immaterial. We have therefore
resolved to file the applications fordelisting.

2. Stock Exchange other than the Osaka Securities Exchange
The Tokyo Stock Exchange

3. The Date of Application for Delisting

January 22, 2003

4. Our Forecast hereafter

After submitting the applications fordelisting and upon approval from the Osaka
Securities exchange, it is anticipated that delisting should be finalized in or about the
month of March 2003. Shares and convertible bonds of the Company will continue to be
listed only on the Tokyo Stock Exchange.

Media inquiries should be directed to:
Legal Department

Kao Corporation

Phone: 03-3660-7619

Fax: 03-3660-7942

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-:3660-7619

Fax: +81-3-3660-7942
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Notice Regarding Purchase of the Company's Stock
from the Market

January 21, 2003

Kao Corporation (the "Company") hereby makes the following announcement: the
Company has purchased the Company's stock from the market pursuant to the
provisions of Article 210 of the Commercial Code.

1) Period during which purchases were made: From January 6, 2003
to January 21, 2003

2) Number of purchased shares: 1,810,000 shares

3) Total cost of purchases: 4,580,525,000 yen

4) Method of purchases: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding the resolution made at the meeting of the Board of
Directors held on December 18, 2002:

‘Type of shares to be purchased: Common shares
"Total number of shares to be purchased: Up to 9,500,000 shares
-‘Total cost of purchases: Up to 28,000,000,000 yen

-Period during which purchases will be made: From January 6, 2003
to March 20, 2003

Total number of purchased shares and total cost of purchases pursuant to the
above-noted resolution as of January 21, 2003 :

1,810,000 shares
4,580,5625,000 yen

2) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

‘Type of shares to be purchased: Common shares
-‘Total number of shares to be purchased: Up to 30,000,000 shares
-‘Total cost of purchases: Up to 80,000,000,000 yen

Total number of purchased shares and total cost of purchases after June 27,
2002, the date of the 96th Annual General Meeting of Shareholders:

16,309,000 shares
44,059,270,000 yen

Media inquiries should be directed to:
Accounting & Finance Division

Kao Corporation

Phone: 03-3660-7080

Fax: 03-3660-7092

E-mail: ir@kao.co.jp

(From abroad)

Phone: +81-3-3660-7080

Fax: +81-3-3660-7092
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Notice Regarding Purchase of the Company's Stock
Stock Purchase Pursuant to the Provisions of Article 210 of the Commerdial Code)

December 18, 2002

Kao Corporation (the "Company") hereby makes the following announcement: the
Board of Directors, at the meeting of the Board of Directors held on the date hereof,
decided to purchase the Company's stock as follows, pursuant to the decision to
purchase the said stock made at the 96th Annual General Meeting of Shareholders
held on June 27, 2002.

1) Type of shares to be purchased: Common shares
2) Total number of shares to be purchased: Up to0 9,500,000 shares
3) Total cost of purchases: Up to 28,000,000,000 yen

4) Period during which purchases will be made: From January 6, 2003
to March 20, 2003

Reference:
1) Information regarding resolution made at the 96th Annual General Meeting of
Shareholders held on June 27, 2002:

-‘Type of shares to be purchased: Common shares
‘Total number of shares to be purchased: Up to 30,000,000 shares
‘Total cost of purchases: Up to 80,000,000,000 yen

2) Total number of purchased shares and total cost of purchases after June 27, 2002,
the date of the 96th Annual General Meeting of Shareholders:
14,499,000 shares
39,478,745,000 yen
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Notice Regarding Purchase of the Company's Stock
from the Market

December 13, 2002

Kao Corporation announced that, pursuant to the provisions of Article 210 of the
Commercial Code, it has purchased the company's stock from the market, as
follows:

1) Period during which purchases were made: From November 21, 2002
to December 13, 2002

2) Number of purchased shares: 3,600,000 shares

3) Total purchase cost of shares: 9,452,635,000 yen

4) Method of purchase’ Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 96th Annual General
Meeting of Shareholders held on June 27, 2002:

‘Type of shares to be purchased: Common shares
-‘Total number of shares to be purchased:  Up to 30,000,000 shares
-Total purchase cost of shares: Up to 80,000,000,000 yen

2) Total number of purchased shares after June 27, 2002 the date of the 96th
Annual General Meeting of Shareholders: 14,499,000 shares
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Notice Regarding Purchase of the Company's Stock
from the Market

November 18, 2002
Kao Corporation announced that, pursuant to the provisions of Article 210 of the
Commercial Code, it has purchased the company's stock from the market, as
follows:
1) Period during which purchases were made: From October 23, 2002

to November 18, 2002

2) Number of purchased shares: 3,490,000 shares

3) Total purchase cost of shares: 9,5684,920,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 96th Annual General
Meeting of Shareholders held on June 27, 2002:
‘Type of shares to be purchased: Common shares
‘Total number of shares to be purchased:  Up to 30,000,000 shares
-Total purchase cost of shares: Up to 80,000,000,000 yen

2) Total number of purchased shares after June 27, 2002,the date of the 96th
Annual General Meeting of Shareholders: 10,899,000 shares
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News Release October 22, 2002
1. CONSOLIDATED BASIS o
_ <2

Kao Corporation Reports Business Results =

=2

"l

Tokyo, October 22, 2002 - Kao Corporation today announced its consolidated and-
nonconsolidated business results for the six months ended September 30, 2002. The data
contained below is taken from the financial summary submitted by the Company to the

Tokyo Stock Exchange. —
Consolidated Financial Highlights (Unaudited)
Millions of
Billions of Yen U.S. Dollars
SIX MONTHS ENDED SEPTEMBER 30 2002 2001 % change 2002
Net sales 434.9 421.5 3.2 3,547.5
Operating income 61.5 57.3 7.4 502.3
Ordinary income 62.6 57.6 8.8 511.0
Net income 3.2 314 6.0 271.5
Total assets 748.4 769.4 2.7 6,104.9
Total shareholders' equity 442.5 456.0 (3.0) 3,609.8
Yen U.S. Dollars
Per share:
Net income 56.99 51.78 10.1 0.46
Cash dividends 15.00 13.00 15.4 0.2
%
SIX MONTHS ENDED SEPTEMBER 30 2002 2001
Operating margin 14.2 13.6
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
September 30. 2002, of yen 122.60=USS1. solely for convenience.

Consolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, 1s 870.0 billion yen
(US§7,096.2 million) in net sales, 114.0 billion yen (US$929.9 million) in operating
income, 114.0 billion yen (US$929.9 miilion) in ordinary income and 63.0 billion yen

(US§$513.9 million) in net income. Net income per share is expected to be 108.70 yen
(US$0.89).
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Consolidated Segment Information by Industry (Unaudited)

Kao Corporation

October 22, 2002

Billions of Yen

SALES OPERATING INCOME
SIX MONTHS ENDED 2002 2001 % change 2002 2001 Iner/(Der)
SEPTEMBER 30 Like-for-like
Consumer Products 324.8 3144 3.3 1.6 48.1 44.5 3.6
Cosmetics (Sofina) 38.1 37.3 2.0 1.9 2.6 2.8 0.1
Chemical Products 86.0 81.7 5.3 1.9 10.3 9.8 04
Corporate/Eliminations (14.0) (12.0) - - 0.4 0.1 0.3
Millions of U.S. Dollars
SALES OPERATING INCOME
SIX MONTHS ENDED 2002 2001 % change 2002 2001 Iner/(Der)
SEPTEMBER 30 Like-for-like
Consumer Products 2,649.6  2565.2 33 1.6 3929 363.0 29.9
Cosmetics (Sofina) 310.8 304.8 2.0 1.9 21.5 23.1 (1.6)
Chemical Products 701.8 666.5 5.3 1.9 84.3 80.5 3.8
Corporate/Eliminations 114.7) (98.1) - - 3.6 t.1 2.5
Consolidated Geographic Segment Information (Unaudited)
Billions of Yen
SALES OPERATING INCOME
SIX MONTHS ENDED 2002 2001 % change 2002 2001 Incr/A(Der)
SEPTEMBER 30 Like-for-like
Japan 3295 327.9 0.5 0.5 53.0 49.5 34
Asia/Oceania 51.1 46.0 11.0 2.6 3.7 4.6 (0.8)
North America 39.0 344 135 6.3 3.1 2.2 0.8
Europe 32.3 279 157 6.9 1.3 1.1 0.2
Corporate/Eliminations (17.1) (14.7) - - 0.2 0.1) 0.4
Millions of U.S. Dollars
SALES OPERATING INCOME
SIX MONTHS ENDED 2002 2001 % change 2002 2001 Incr/(Der)
SEPTEMBER 30 Like-for-like
Japan 2,688.1 2,674.6 0.5 0.5 432.5 404.1 28.4
Asia/Oceania 417.0 3756 110 2.6 30.9 37.6 6.7)
North America 318.9 2809 135 6.3 25.6 18.4 7.2
Europe 263.5 227.6 157 6.9 11.1 9.1 2.0
Corporate/Eliminations (140.0) (1204) - - 2.2 (1.5) 3.7
Notes:

I. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
September 30. 2002, of yen 122.60=USS1, solely for convenience.
2. Like-for-like growth rates exclude the currency translation effect related to translation of local currencies into the

Japanese yen.
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of
‘ Billions of Yen U.S. Dollars
SIX MONTHS ENDED SEPTEMBER 30 2002 2001 % change 2002
Net sales 3339 3304 1.0 2,723.6
Operating income 50.5 47.6 6.2 412.4
Ordinary income 524 50.3 4.2 427.6
Net income 29.0 28.8 0.9 2371
Total assets 656.6 684.3 (4.0) 5,356.3
Total shareholders' equity 446.8 466.3 (4.2) 3,645.1
Yen U.S. Dollars
Per share:
Net income 49.73 47.40 4.9 0.41
Cash dividends 15.00 13.00 15.4 0.12
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
September 30, 2002, of yen 122.60=US81, solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, is 655.0 billion yen
(USS$5,342.6 million) in net sales, 94.0 billion yen (US$766.7 million) in operating
income, 98.0 billion yen (US$799.3 million) in ordinary income, and 56.0 billion yen
(USS USS$456.8 million) in net income. Net income per share is expected to be 96.50
yen (USS$0.79).

Forward-Looking Statement

This release contains forward-looking statements that are based on management’s estimates, assumptions
and projections at the time of release. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity and curency fluctuation, could
cause actual results to differ materially from expectations.

For further information, please contact:
Kazuyoshi Aoki

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-8978
E-mail:ir@kao.co.jp
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1. MANAGEMENT POLICIES

1. Basic Management Policies

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to win the highest levels of
trust and support from customers with consumer products for cleanliness, beauty and
health to help people enrich their lives, and in the chemical products field, by
contributing to industrial development. The Company also aims to pursue sustained
profitable growth and to consistently augment corporate value which Kao Corporation
views as closely linked to securing profits for shareholders.

2. Management Measure Used as a Target

- EVA (Economic Value Added),* which is used to measure true profit by including the
cost of invested capital as a factor, is Kao’s principal management measure. The
Company links continuing growth of EVA to expansion of corporate value, which
means long-term profits not only for shareholders, but for all Kao stakeholders as well.
Kao views EVA growth as a primary focus of management activity. This measurement
is also utilized in determining the direction of long-term management strategies, for
evaluation of M&A activities and capital investments, for assessments of specific
businesses, and in developing performance targets for each fiscal year. To build
motivation, levels of achievement of targeted year-on-year improvement in EVA are a
factor in determining bonuses for executives and employees.

*EVA is a registered trademark of Stern Stewart & Co.

3. Basic Policies Regarding Distribution of Profits

In its dividends to shareholders, Kao seeks to increase per-share profit to achieve
continuous increase in per-share dividends of approximately 30% of net income. In its
use of free cash flow, the Company strives to increase future corporate value primarily
through investment in existing core businesses for further expansion and new business
development, and M&A activity, and by undertaking measures in a flexible manner,
including share repurchase to increase returns to shareholders, with a long-range point
of view and investment efficiency uppermost in mind.

4
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4. Medium- and Long-Term Management Strategies

Positioning the businesses of consumer products, cosmetics and chemical products as
our core businesses, Kao pursues profitable growth by emphasizing research and

development and by making high-quality, innovative products consumers truly need.

Faced with slow growth due to maturing domestic markets, the Company intends to
strengthen its powerful brands to improve its performance in existing businesses, and it
will invest management resources in the development of new products designed to
create new markets. By expanding its core business platforms, Kao will strive for

further development in new business fields such as health care.

Overseas, we will assign the highest priority to business expansion in the Asian region,
which i1s a growth market; and at the same time, we will pursue business expansion in
North America and Europe. To do this, the Company will positively consider further
M&A activity and entering into strategic business alliances to achieve synergies
between new partners’ strengths and its own strengths in the areas of research and

product development.

In addition to the above strategies, Kao will continue management reform efforts and
rebuilding its business models in response to changes in the operating environment. We
will also continue to aggressively reduce operating costs, take steps to raise work
efficiency, and strive to achieve sustained EVA growth.

5. Reform of Management Structure to Enhance Corporate Governance

To strengthen corporate govemance and ensure equitable, transparent management, the
Company carried out reform of our management structure based on the decision made
in the Annual Shareholders Meeting in June 2002. Kao added two external directors to
strengthen the Board of Directors’ supervision of management while concurrently
reducing total membership from 18 10 13 to invigorate the activity of the Board. In
addition, an executive officer system has been adopted to further separate
policy-making and policy execution and to benefit from speedier management
decision-making and more dynamic front-line management. As part of this reform, the
responsibilities and decision-making authority of the executive officers were

significantly expanded. Furthermore, Kao revised its compensation system for Board
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members in the previous fiscal year to further align their interests with those of
shareholders and directors and facilitate an increase in corporate value. Specifically, this
includes the introduction of a stock option plan for directors, clarification of the
performance-linked portion of compensation for directors, and cessation of future

provision of allowance for directors’ retirement.

In the current fiscal year, the Company broadened its stock option system to include

executive officers, senior employees and executives at affiliated companies.

6. Issues for Management

The operating environment is becoming increasingly difficult, and dramatic changes are
expected. It is in times such as this that the Company is particularly required to
energetically carry out reforms. In addition, Kao must reemphasize its traditional
commitment to customer satisfaction and making superior products, the starting points
for any manufacturer. With this in mind, the Company must strategically and
aggressively invest management resources in building powerful brands.

We will aim for continuous profitable growth by taking the following operating
initiatives:

(1) maintaining and increasing market share of core brands;

(2) development of products that create new market segments;

(3) development and foster the growth of new businesses; and

(4) expansion and strengthening of overseas business.

The frequent occurrence of business scandals and violations of business ethics that
harm the companies involved and the public alike serves as an object lesson. We make
every effort to instill in executives and employees a firm consciousness of the absolute
necessity to comply with all regulations and ethical standards. The Company also

recognizes the need to reinforce its risk management activities.

7. Policv Concerning Number of Shares Constituting One Unit of Stock

Kao is aware of the need for a large number of investors participating in the trading of
its shares and the sufficient liquidity of the shares for them to be purchased at

appropriate price levels. In terms of liquidity, Kao shares rank highly among shares
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traded on the First Section of the Tokyo Stock Exchange. It is thought that reducing the
number of shares in each lot would be a useful means of having more investors
purchase Company shares. Doing this, however, would not only entail such initial costs
as printing stock certificates, it would also mean increased annual expenses such as
agency commissions and mailing expenses. At this point, from the cost-benefit point of
view, we are not sure that reducing the size of the share lots would be accompanied by
benefits to all shareholders. The Company will observe market trends and requirements,

and carefully consider whether or not such a move would be in the best interests of
shareholders.
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2. CONSOLIDATED BUSINESS RESULTS

1. Summary of Interim Period Business Results

In the interim period ended September 30, 2002, the effects of the slowdown of the U.S.
economy led to global economic stagnation. In Japan, even though such indices as those
for exports and production in the early part of the period could be taken as signs of
recovery, difficulties such as non-performing loans and falling stock prices persisted.
The economy remained in the doldrums, as capital investment and employment failed to

recover and consumer spending remained sluggish.

Despite the above, consolidated net sales rose by 13.3 billion yen to 434.9 billion yen, a
3.2% increase from the same period of the previous fiscal year. Excluding a positive
currency translation effect of 8.0 billion yen due to the weaker yen, the growth rate
would have been 1.3%. In Japan, despite the adverse effects of a sluggish market and
declining prices, aggressive marketing measures led to a rise in consumer product sales.
In our chemical products business, although demand rose for export products, a slump
in the domestic market affected the business. Overseas, with the exception of certain
affiliates, healthy sales growth was posted overall in both consumer products and
chemical products.

Operating income rose to 61.5 billion yen, an increase of 7.4% from the previous
mterim period. Domestically, despite declining sales prices and sluggish demand,
operating income rose by 3.4 billion yen to 53.0 billion yen due to increased sales of
consumer products, cost-reductions, cost-effective operation and reduced depreciation
expenses. In the Company’s overseas business operations, increased profits from
consumer products and chemical products in North America and Europe contributed to

operating income, rising by 3.7% to 8.2 million yen.

Ordinary income was 62.6 billion yen, a rise of 5.0 billion yen from the previous
interim period. Net income also increased by 1.8 billion yen to 33.2 billion yen. In terms
of non-operating profit and loss, equity in earnings of affiliates improved, while loss
due to a currency translation effect was posted for the current interim period in contrast
to the exchange profit for the previous interim period. Even including extraordinary loss
from revaluation of investment securities and land owned by the Company recorded, net

income was higher than the initial forecast.
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Growth was achieved in net income per share, which rose to 56.99 yen per share, as net
income for the interim period improved and the Company repurchased 12.539 million
of its shares. As planned early this fiscal year, the interim cash dividend will increase
from the same period of the previous fiscal year to 2.00 yen per share to 15.00 yen per

share.
Summary of Results by Business Segment

Although domestic sales of consumer products and cosmetics (Sofina) rose, chemical
products were affected due to the economic stagnation. Overseas, the Company
benefited from changes in foreign currency translation rates, which contributed to an
increase in each segment.

Operating income in consumer products achieved an increase but cosmetics (Sofina)
declined slightly due to strategic investment to expand the market. Chemical products
increased slightly.

(1) Consumer Products Business

Net sales of consumer products rose 3.3% from the previous interim period to 324.8
billion yen. Excluding a positive currency translation effect, sales growth in real terms
was 1.6%. Sales in Japan increased 0.7% and sales overseas also rose mainly due to a
positive currency translation. Growth in operating income was recorded in all areas:
Japan, 'Asia, and North America and Europe. As a result, operating income rose 8.2% by
3.6 billion yen to 48.1 billion yen from the interim period of the previous fiscal year.

1) Japan

In the overall Japanese market, although the rate of decrease in sales prices slowed
down, sales of consumer products dropped from the level of the previous interim period.
By channel, sales in drugstore chains showed substantial growth, sales at giant
supermarket chains were stagnant, and almost no increase was recorded at convenience
stores and home improvement stores. At the same time, global retailers from the U.S.
and Europe are planning new development or expansion of their operations in Japan. In
this environment, Kao stepped up marketing and sales efforts at each chain store and in

each region. The marketing of new and improved products helped to activate markets.

9




Kao CLorporation

News Release October 22, 2002

Eamings growth was restrained by such factors as declining sales prices, increased
marketing expenses, and increased material purchase costs resulting from the weaker
yen. In addition to a stable market for raw and packaging materials and reduced
depreciation expenses, the Company’s aggressive cost-cutting and cost-efficiency

efforts resulted in a rise in earnings.

Sales composition of consumer products
Billions of yen

SIX MONTHS ENDED SEPTEMBER 30 2002 2001 % change
Personal care products 84.5 87.2 (3.1%)
Laundry and cleaning products 126.8 123.0 3.1%
Hygiene and others 41.8 41.1 1.8%
Total 253.2 251.3 0.7%

" In the personal care products market, almost no growth was recorded in sales volume,

and intensified competition resulted in a continuing drop in sales prices.

In this environment, the Company marketed Bioré Moisture Care Lotion and succeeded
in expanding the Bioré brand, known for cleansing, into the skin care field. Among hair
care items, including shampoos, conditioners and hair treatments, dramatic
improvement of Essential resulted in a stronger brand image and an expansion of the
number of users. Consumers also responded positively to our toothpaste Clear Clean
Plus containing a xylitol compound providing an added preventive effect against the
development of cavities in early decay. The Company also marketed new and improved
products, including the bath additive Bub, and Success, a men’s cosmetic product. This

resulted in a strengthening of those brands and an expansion of their market share.

Despite the contribution of new and improved products, partially due to the Company’s
efforts to reduce the number of its brands and stock keeping units (SKU) to improve the
utilization of management resources, sales fell by 3.1%. '

Principal new products:

Bioré Moisture Care Lotion
Bioré Eye Makeup Remover
Clear Clean Plus toothpaste

Bub Green Tea Scent bath additives
10
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The laundry and cleaning products market is gradually contracting due to deflation and

intensified competition continued.

Even within such conditions, the Company’s aggressive marketing investment in
Jaundry detergent products enhanced the brand power of Artack and New Beads. Also, a
product launched in the fall, Artack Spray Foam, which dissolves tough and greasy
stains on collars and sleeves, has started to create a new market in the laundry segment.
In addition, significant sales growth was achieved by the Company’s Quickle Wiper
cleaning product primarily due to a launch of a new item developed especially for
carpets. This was combined with healthy growth in exports to North America and
Europe. Also, newly introduced in spring 2002, Family detergent for the dishwasher
was well received by consumers for its powerful cleaning ability and deodorant effect. It
helped to expand the dishwasher detergent market. As a result of these efforts, sales in
the laundry and cleaning products catégory increased by 3.1% from the same period of

the previous fiscal year.

Principal new products:

Attack Spray Foam pre-care laundry detergent
Quickle Wiper cleaning kit for carpet

Family dishwasher detergent

In hygiene and other products, the Japanese markets for sanitary napkins and disposable
diapers continued to contract due to a decline in the population of users and a drop in
sales prices. In this environment, Kao improved products and conducted an aggressive
investment in marketing in order to enhance the main functions of the products and
bolster the brand images. Despite these measures, intensified competition led to sales in
this category falling below the level of the same period of the previous fiscal year.

In contrast, the market for adult incontinence products continued to grow due to the
aging of the population in Japan. The sales increase was attributed to the success of new
products such as a taped-on diaper Relief Leak-free Diapers which prevents leakage

around the legs.

In the growing premium cooking oils market, which includes Healthy Econa Cooking
Qil — For Prevention of Fat Deposits and related products, high sales growth was

recorded both for own use and gift use. Healthy Econa Mayonnaise, a new product
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released in September, received immediate enthusiastic support from consumers and

contributed to the growth of sales in this product category.

As a result, sales in hygiene and other products exceeded that of the same period of the

previous fiscal year by 1.8%.

Principal new products:

Laurier Active Guard sanitary napkins
Relief Leak-free Diapers incontinence products
Healthy Econa dressings (Chinese Roasted Sesame and Herb French flavors)

Healthy Econa Mayonnaise
2) Asia and Oceania

Similar to the situation in North America and Europe, concentration of major retailers,
including global retailers, continued in most Asian countries. In some countries, sales in
drug store chains continued to grow as was the case in Japan. In this environment, in
which sales are concentrated on large chain stores, acquiring a leading position in each
category has become critical. For this reason, Kao reduced the number of its brands and
SKU to focus its investment of management resources on eight principal brands.
Positioned as core brands are hair care products Sifoné and Feather, Bioré skin care
products, the laundry and cleaning products Atzack, Magiclean and Huaiter, and the
hygiene products Laurier and Merries. As a result, both on a brand basis and a country
basis, sales grew above the level posted in the previous interim period, and in fact, sales
growth slightly surpaséed market growth. Also, to adapt to changes in the business
environment, Kao took measures to optimize its regional manufacturing systems,
strengthen management systems, and foster local management autonomy in Taiwan and
the ASEAN region. In addition, in the summer, the Company established a
wholly-owned holding company with USS30 million in capital in Shanghai to support
the expansion of operations in China.

Sales fell below the level of the previous interim period in certain regions such as

Taiwan because of difficult market conditions. However, healthy sales in China and the
ASEAN region led to overall growth.
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3) North America and Europe

In these severe market conditions, steady sales growth was recorded for products sold
under The Andrew Jergens Company (AJC) Jergens brand. This trend was led by
Naturally Smooth, a lotion launched in the previous fiscal year. It attained the top share
in its hand and body lotion market segment. Sales of the antiperspirant/deodorant ban
brand increased due to the marketing of new and improved products and reduction of
the number of SKU. In skin care products, sales of Curél and Bioré Pore Strips by AJC

increased steadily.

In the professional hair care products category, sales by Goldwell GmbH showed
healthy growth. In hair color, sales of ELUMEN, which was launched the previous fiscal
year by Goldwell, began in the U.S. and Canada. These favorable results offset sluggish
sales by Guhl Ikebana GmbH, which markets premium hair care products in the

European mass market.

Kao acquired KMS Research, Inc., an American manufacturer of professional-use hair
care products and its affiliate in Britain, KMS Research Laboratories (UK) Limited in
March. For the most part, this acquisition spurred sales as expected. In addition, the
Company acquired John Frieda Professional Hair Care, Inc. which markets premium
hare care products to the mass market in the United States in September. A powerful
synergic effect is anticipated from the combination of Kao’s hair care technology and
~ the brand value of John Frieda.

(2) Cosmetics Business (Sofina)

In the cosmetics market, low-priced products showed sales growth, while prestige

cosmetics sales sagged both in volume and value.

In this stagnant market, Kao’s cosmetics sales sold under the Sofina brand rose 2.0% by
0.7 billion yen to 38.1 billion yen, up from the sales posted in the interim peridd of the
previous fiscal year. Also, the Company succeeded in achieving initial sales targets for
products marketed under the est brand exclusively through department store channels.
This came as a result of energetic marketing and sales promotion efforts to attract new

customers.
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Rise, a new brand of basic skin care products, was launched during the interim period.
The products were developed based on the Company’s long years of research and
accumulated knowledge about the natural moisturizing ingredient ceramide, which 1s
intrinsic to the keratin layer of human skin. This new brand and an overall renewal of
the Vital Rich series resulted in an expansion of the variety of its basic skin care items.
Operating income dropped slightly due to strategic investment to expand the market

compared to the level of the previous interim period to 2.6 billion yen.

Principal new products:

Rise - Lotion, Milk, Cream
est - Liquid Eye Makeup
est - Lucent Powder

(3) Chemical Products Business

Although production and inventory indices in Japan showed some signs of recovery
early in the period, a slowdown in the U.S. economy and other factors resulted in
difficult worldwide market conditions. In this environment, Kao continued aggressive
efforts in its core business fields in this segment: oleochemicals, surfactants and
specialty chemicals. Positive results were recorded in specialty chemicals such as toners
and toner binders for copiers and printers, and aroma chemicals in Japan, North
America and Europe. Total sales in the chemical products business rose by 5.3% to 86.0
billion yen, despite continuation of the stagnant economy in the industry in Japan.
Excluding a currency translation effect, sales grew by 1.9%. Operating income rose by
0.4 billion yen to 10.3 billion yen largely owing to a strong performance in Japan and
North America and Europe, despite a profit decline in Asia.

1) Japan

From the beginning of this fiscal year, healthy growth has been achieved in exports but
sales to domestic customer industries continue to remain sluggish. Kao has not seen full
recovery in this segment.

Despite severe economic conditions, the Company has endeavored to develop and
launch new products. In specialty chemicals, plastics additives that responded to

customers’ exports needs increased from the same period of the previous fiscal year.
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Sales of toners and toner binders for copiers and printers, including exports, grew
steadily. Healthy growth was achieved in such businesses related to industrial materials
such as concrete additives that dramatically raise the performance of raw concrete, and
de-inking agents for recycling paper in the paper and pulp field. For use as a pigment
auxiliary in ink for color ink jet printers, chemicals that enhance clanty and are
long-lasting were introduced as a new product. The Company’s cost reduction efforts
contributed to an increase in operating income over the same period of the previous

fiscal year.
2) Asia and Oceania

Although sales of oleochemicals fell due to the sluggish economy, sales of concrete
additives increased due to brisk demand in China and Taiwan and other Asian countries.

In Thailand and Indonesia, sales of various chemical products increased.

Despite an increase in sales and aggressive cost-cutting and rationalization efforts,
operating income in the region fell as a result of a higher raw material prices. The
Company discontinued its manufacturing of chemical products in Taiwan to meet the
needs of an increasing number of industrial customers shifting operations to China
where it now has sufficient production and sales facilities available. In Malaysia,
full-fledged production for fatty alcohols began at newly constructed production
facilities. Combined with facilities already in place, this put the Company in the top

ranks of production capacity in the world.
3) North America and Europe

In specialty chemicals such as toners and toner binders for copiers and prnters,
expansion of production capacity was completed in Japan, North America and Europe
to further strengthen the global business system and continue sales growth. In the aroma
chemicals business, new products were introduced in categories in which the Company

holds the top share, resulting in a continued increase in sales.

Strong performances in this region resulted in an improvement in operating income,

which absorbed an increase in depreciation costs from investment.
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3. FORECAST

(1) Forecast for the Fiscal Year Ending March 31, 2003

Millions of

Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2003 2002 % change 2002
Net sales 870.0 839.0 3.7 7096.2
Operating income 114.0 111.7 2.0 929.9
Ordinary income 114.0 113.5 0.4 929.9
Net income 63.0 60.2 4.5 513.9
Yen U.S. Dollars
Per share:
Net income 108.70 100.43 R.2 0.89
Cash dividends 30.00 26.00 15.4 0.24
%
YEAR ENDED MARCH 31 2003 2002
Operating margin 13.1 13.3

Economic recovery cannot be expected due to uncertainty about the U.S. economy and
rising concern about unresolved problems in Japan such as non-performing loans,
falling stock prices, unemployment, and sluggish consumer spending. Kao anticipates
that demand in the industries it is in will continue to be dull both in terms of volume and
value. In this operating environment, in its domestic consumer products business, the
Company will reemphasize its original business principles which are to make superior
products and to strengthen its lineup of goods and to focus its resources on aggressive
marketing and sales activities to strengthen core brands. Through such efforts, the

Company will strive to activate slumping markets while aiming at higher sales growth.

In cosmetics (Sofina), the Company will make further efforts to bolster its brand
advantage and build a stronger business foundation by marketing new and unique
products using the technology it has accumulated through long years of research in

dermatology.

In our chemical products business, sales growth is projected to remain at approximately

the same leve] because economic recovery is expected to take more time.
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Overseas, in consumer products in Asia, the Company will make aggressive efforts in
the rapidly growing market in China in order to cultivate the market and increase sales.
In the ASEAN region, marketing will be directed at applying lessons learmmed from
successes in other countries, particularly cases in which our products performed well

under the product application guidance of our regional management company Iin

Thailand.

In the consumer products segment in North America and Europe, the Company
anticipates steady sales growth from sound management of two new brands, KMS and
John Frieda, which were acquired in March and September, respectively, and expects
further sales growth.

In chemical products, we are forecasting growth in sales above the level of the previous
fiscal year, on the back of growth in such specialty chemicals as toners and toner
binders for copiers and printers, and aroma chemicals produced in Spain.

As a result of the above, Kao projects that annual sales for the current fiscal year will
increase 3.7% by 31.0 billion yen to 870.0 billion yen, and that operating income will
rise by 2.0% to 114.0 billion yen. Ordinary income is expected to increase by 0.4% to

114.0 billion yen, and net income is forecast to grow 4.5% to 63.0 billion yen.

The acquisition of KMS and John Frieda will result in the Company incurring additional
expenses such as amortization of goodwill and trademarks, expenses for consolidation,
and marketing expenses. A rise in raw materials prices for fatty alcohol is also
anticipated. To offset these increases in costs and to secure profit in the current fiscal

year, the Company will make further cost-cutting efforts both in Japan and overseas.

Based on the forecasted profit growth, the Company plans to pay its interim cash
dividend at 15.00 yen per share and give an overall increase of 4.00 yen annually
totaling 30.00 yen per share.

Kao will continue its efforts to increase profits and improve capital efficiency in the

current fiscal year and will move ahead to meet the medium-term target of EVA

improvement.
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(2) Underlying assumptions for the forecasts for the fiscal year ending March 31, 2003

Kao is reviewing the pension and retirement benefits system in order to respond to
employees’ diversity and needs for independence. As part of this review, the Company
submitted application to the Ministry of Health, Labour and Welfare of Japan to return
the substituted portion of the Employee Pension to the government. The application was
approved by the Ministry on October 18, 2002. Extraordinary profit of 8.0 billion yen
on a consolidated basis or 5.0 billion on a non-consolidated basis resulting from the

approval is included as assumptions in the forecasts.

The forecasts were made based on the following exchange rate assumptions: one US
dollar to 125.0 yen, one euro to 118.0 yen and one New Taiwan dollar to 3.6 yen.

4. FINANCIAL CONDITION

Summarized Consolidated Cash Flows (Unaudited)

Millions of

Billions of Yen U.S. Dollars

SIX MONTHS ENDED SEPTEMBER 30 2002 2001 Incr/(Decr.) 2002
Operating activities 66.7 68.7 (1.9) 544.5
Investing activities (74.8) (17.5) (57.2) (610.3)
Financing activities (46.7) (52.3) 5.6 (381.1)
Translation adjustments (1.8 0.9 (2.7) (14.7)
Net increase (56.5) 0.2) (56.3) (461.6)
Cash and cash equivalents 69.3 154.1 (84.8) 565.5
Total debt 524 59.4 (6.9) 428.1

Net cash provided by operating activities was 66.7 billion yen. Income before income
taxes steadily increased 4.5 billion yen to 60.5 billion yen, and depreciation and
amortization expenses were 27.7 billion yen, almost same level as the same period last
year. Working capital efficiency was improved by a decrease from last year in accounts
receivable at 9.1 billion yen. 27.7 billion yen was paid as income taxes.

Net cash used in investment activities increased 57.2 billion yen to 74.8 billion yen.
Main activities included acquisition of hair care company John Frieda in September
2002, and capital investments. Capital investments overseas and in Japan were made for
new products and capacity increases. In Japan, investments were also made for
expanding and strengthening distribution facilities and for development of the

information system.
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Cash used in financing activities decreased 5.6 billion yen to 46.7 billion yen. Kao
continued share repurchase at 35.2 billion yen. The balance of loans and corporate
bonds for the interim period ended September 30, 2002 was 52.4 billion yen, 3.4 billion
yen less than at the end of the previous fiscal year. As a result, the balance of cash and
cash equivalents for the interim period ended September 30, 2002 was 69.3 billion yen,
55.5 billion yen less than at the end of the previous fiscal year.

Forecast for the Fiscal Year Ending March 31, 2003

Although the operating environment is forecasted to remain severe, of the net cash flow
from operating activities, net income before taxes adjustments is anticipated to increase
slightly compared to the previous fiscal year.

Of the cash flow from investment activities, the amount of capital investment in Japan is
anticipated to be less than that of the previous fiscal year, even though investment in
performance upgrades and business rationalization are planned. Investment overseas is

expected to remain at the same level as the previous fiscal year.

Regarding cash flow from financing activities, at the Annual Shareholders Meeting held
on June 27, 2002, approval was gained for the stock repurchase from the market of up
to 30 million shares or a maximum acquisition value of 80 billion yen. The share
repurchase is to improve capital efficiency, increase returns to shareholders and enable
the Company to adopt timely and flexible capital policy measures. As of the end of the
current intenim period, approximately 7.409 million shares at a total value of 20.4
billion yen have been retired. While taking further business investment into
consideration, the Company will adopt a flexible approach toward stock repurchase.
Interim dividends are up 2.00 yen on the previous term and an increase in the total
dividend payment is planned. Total debt is anticipated to reach 50.0 billion yen. The
above factors lead the Company to anticipate a slight decrease in the balance of cash
and cash equivalents at the end of the current fiscal year to 70.0 billion yen.

Please note that this forecast was estimated at the time of release and is subject to

Juture review.
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Notice Regarding Purchase of the Company's Stock 2
from the Market

September 17, 2002
Kao Corporation announced that, pursuant to the provisions of Article 210 of the
Commercial Code, it has purchased the company's stock from the market, as
follows:
1) Period during which purchases were made: From August 30, 2002

to September 17, 2002

2) Number of purchased shares: 1,728,000 shares

3) Total purchase cost of shares: 4,683,130,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 96th Annual General
Meeting of Shareholders held on June 27, 2002:

‘Type of shares to be purchased: Common shares
-‘Total number of shares to be purchased:  Up to 30,000,000 shares
‘Total purchase cost of shares: Up to 80,000,000,000 yen

2) Total number of purchased shares after June 27, 2002,the date of the 96th
Annual General Meeting of Shareholders: 7,409,000 shares
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from the Market

August 27, 2002
Kao Corporation announced that, pursuant to the provisions of Article 210 of the
Commercial Code, it has purchased the company's stock from the market, as
follows:
1) Period during which purchases were made: From July 25, 2002

to August 27, 2002

2) Number of purchased shares: 2.826.000shares

3) Total purchase cost of shares: 7.776,250,000yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 96th Annual General
Meeting of Shareholders held on June 27, 2002:

-‘Type of shares to be purchased: Common shares
-Total number of shares to be purchased:  Up to 30,000,000 shares
-Total purchase cost of shares: Up to 80,000,000,000 yen

2) Total number of purchased shares after June 27, 2002,the date of the 96th
Annual General Meeting of Shareholders:  5,681,000shares
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August 1, 2002

Kao Agrees to Acquire Premium Hair Care Marketer
John Frieda Hair Care through its U.S. Subsidiary,
The Andrew Jergens Company

Kao Corporation (President: Takuya Goto) agrees to acquire John Frieda
Professional Hair Care, Inc. (1ocation: Connecticut, U.S.A)), a distinguished
premium hair care marketer, and related consumer companies, through The
Andrew Jergens Company (AJC), its U.S.-based subsidiary for skin care
products. John Frieda Salons are not part of the acquisition. The acquisition is
expected to be completed in early September, after approval by the relevant
regulatory authorities.

Founded in 1989, John Frieda Hair Care markets premium, solution-oriented
shampoos, conditioners, and styling agents under such brand names as John
Frieda®, Frizz-Fase®, Sheer Blonde® and Beach Blonde® in the U.S.,
Europe, and other areas. With expertise in the drug store distribution channel,
John Frieda Hair Care has recently expanded sales into mass merchandizing
and food store channels. Business performance of recent years has been
highly favorable at double digit growth annually. Net sales for the current
fiscal year is expected to reach approximately US$160 million.

John Frieda Hair Care products

Through AJC, Kao specializes in the skin care business in the U.S. and is
steadily increasing its market share. Joined by John Frieda Hair Care, Kao
will be able to enter the rapidly expanding consumer hair care business in
North America. Kao’s advanced hair care technology will be available for use
in John Frieda products. Further synergistic effect is expected through
collaboration with Kao affiliates, Goldwell GmbH, which develiops and sells
hair care products to salons on a global basis, and Guhl Ikebana GmbH,
which develops and sells premium consumer hair care products to the retail

http://www. kao. co. jp/e/corp_e/pressreleases/2002/n20020801_01. html
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market in Europe. John Frieda’s products and marketing are designed to
target highly fashion-conscious women, and the firm’s product development
strategy is to discover and satisfy potential consumer needs. These strengths
can also be applied to business expansion for Kao in Japan and other Asian
countries in the future.

Kao considers expansion of its global business to be one of the key drivers of
mid-term and long-term growth. Focusing on North America as a particularly
significant region, the company continues proactive business expansion and
investment,

Qutline of John Frieda Professional Hair Care, Inc.

Company John Frieda Professional Hair Care, Inc.
name:
Location: Connecticut, U.S.A.

Foundation: 1689 :
Business field: Marketing and sale of hair care products
(shampoo, conditioner, styling agents)

Brands: John Frieda®, Frizz-Ease®, Sheer Blonde® and Beach
Blonde®
Sales: US$160 million

(approximately 19.2 billion yen *)

* Exchange rate: US$1=120.00 yen as of July 31, 2002
Employees: Approximately 150
Sales areas: U.S.A,, Canada, UK., Europe, etc.

Qutline of The Andrew Jergens Company

Company The Andrew Jergens Company

name:

Location: Cincinnati, Ohio, U.S.A.

Establishment; 1882 (Kao Group member since 1988)

Business field: Manufacture, marketing and sale of skin care products
(body and facial care products, antiperspirants, etc.)

Sales areas: U.S.A. and some 50 other countries around the world.

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044

% top
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July 19, 2002
Kao Corporation announced that, pursuant to the provisions of Article 210 of the
Commercial Code, it has purchased the company's stock from the market, as
follows:
1) Period during which purchases were made: From July 1, 2002

to July 19, 2002

2) Number of purchased shares: 2,855,000 shares

3) Total purchase cost of shares: 7.981,910,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 96th Annual General
Meeting of Shareholders held on June 27, 2002
“Type of shares to be purchased: Common shares
‘Total number of shares to be purchased:  Up to 30,000,000 shares
-‘Total purchase cost of shares: Up to 80,000,000,000 yen

2) Total number of purchased shares after June 27, 2002,the date of the 96th
Annual General Meeting of Shareholders: 2,855,000 shares
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July 8, 2002

Kao Corporation (the "Company ") hereby makes the following announcement: the Exercise Price
of the stock acquisition rights to be issued as stock options (the " Stock Acquisition Rights") and
other related items were decided on the date hereof pursuant to the resolution passed at the meeting
of the board of directors held on June 27, 2002.

1. Issue Date of Stock Acquisition Rights (the “Issue Date”):
July 8, 2002
2. Aggregate Number of Stock Acquisition Rights to be Issued:

551 Stock Acquisition Rights
The number of shares per Stock Acquisition Right is 1,000 shares.

3. Type and Number of Shares subject to Stock Acquisition Rights:
A total of 551,000 shares of the common stock of the Company
4. The Amount to be Paid upon the Exercise of Stock Acquisition Rights:

The amount to be paid upon the exercise of each Stock Acquisition Right:
2,955,000yen

The paid-in value for each share to be issued or transferred upon the exercise of the

Stock Acquisition Rights (the “Exercise Price”): 2,955yen

The Exercise Price is determined by taking the price which is the product of (i) 1.05
and (ii) the average of the daily closing prices of the common stock of the Company in
regular trading on the Tokyo Stock Exchange during the calendar month immediately
prior to the month including the Issue Date of the Stock Acquisition Rights (Any
fraction less than one (1) yen resulting from such calculation shall be rounded up to the
nearest yen).

5. Total paid-in value of the shares of the common stock of the Company to be issued or
transferred upon the exercise of all the Stock Acquisition Rights:

1,628,205,000yen

*(1) Date of the resolution of the board of directors pursuant to which it was decided to submit the
proposal regarding Stock Acquisition Rights for shareholder approval at the 96th Annual
General Meeting of Shareholders: April 22, 2002

*(2) Date of the resolution of shareholders at the 96th Annual General Meeting of Shareholders
approving the issuance of the Stock Acquisition Rights:
June 27, 2002

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044
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June 27, 2002 ey
Kao Corporation (the "Company ") hereby makes the following announcement: at the meeting of
the board of directors held on the date hereof, the board of directors decided the details of stock
acquisition rights to be issued as stock options (the " Stock Acquisition Right(s)") pursuant to
Article 280-20 and 280-21 of the Commercial Code and the resolution at the 96th Annual General
Meeting of Shareholders on the date hereof.

1.

N

4.

Issue Date of Stock Acquisition Rights:

July 8, 2002

Aggregate Number of Stock Acquisition Rights to be Issued:

551 Stock Acquisition Rights

The number of shares per a Stock Acquisition Right (the "Allotted Number of Shares”)
shall be 1,000 shares; provided, however, in the event that the shares are split or
consolidated, the Allotted Number of Shares shall be adjusted proportionately in
accordance with the ratio of the split or consolidation of shares.

Issue Price of Stock Acquisition Rights:

The Stock Acquisition Rights shall be issued without receipt of consideration.

Type / Number of Shares under Stock Acquisition Rights:

551,000 shares of common stock of the Company

In case of adjustment of the Allotted Number of Shares in accordance with item 2
above, the number of shares under the Stock Acquisition Rights above shall be
adjusted to be equal to the product of (i) the Allotted Number of Shares after the
relevant adjustment and (ii) the aggregate number of Stock Acquisition Rights.

The Amount to be Paid upon Exercise of Stock Acquisition Rights:

To be determined on July 8, 2002

The amount to be paid upon exercise of each Stock Acquisition Right shall be the
amount which is equal to the product of (i) the paid-in value per share to be issued or
transferred through the exercise of each Stock Acquisition Right (the “Exercise Price”)
and (i1) the Allotted Number of Shares.

The Exercise Price shall be the price which is equal to the product of (i) 1.05 and (ii)
the average of the daily closing prices of common stock of the Company in the regular



transactions at the Tokyo Stock Exchange during the calendar month immediately
prior to the month including the issue date of the Stock Acquisition Rights (the “Issue
Date). Any fraction less than one (1) yen resulting from such calculation shall be
rounded up to the nearest yen. In the event that the amount resulting from the
calculation above is less than the closing price of common stock of the Company at the
Tokyo Stock Exchange as of the Issue Date, the relevant closing price shall be the
Exercise Price.

~ With respect to common stock of the Company, in case of issuance of new shares or
disposition of shares of the Company’s common stock at a price to be paid below the
market price, the Exercise Price shall be adjusted in accordance with the following
formula and any fraction less than one (1) yen resulting from such adjustment shall be
rounded up to the nearest yen; provided, however, the Exercise Price shall not be
adjusted, in case of exercise of stock acquisition rights, assignment of the shares of
Company’s common stock purchased from the market by the Company in accordance
with the resolution of the 95th Annual General Meeting of Shareholders, to the holders
of the Stock Options granted pursuant to the resolution of the meeting of shareholders
described above and of conversion of the convertible bonds previously issued.

Number of Paid-in Value
Number of
Previously Issued Shares + Newly Issued Shares Per Share
Adjusted . Exercise Price s i Market Price
Exercise Price  before Adjustment Number of - Number of
Previously Issued Shares Newly Issued Shares

In the formula above, the Number of Previously Issued Shares shall mean the number
of shares of Company’s common stock issued and outstanding less the number of
shares of Company’s common stock held by the Company. In case of disposition of
the shares of Company’s common stock held by the Company, the Number of Newly
Issued Shares shall be read as the Number of the Shares to be Disposed.

Furthermore, in case of split or consolidation of shares, the Exercise Price shall be
adjusted proportionately in accordance with the ratio of the split or consolidation, and
any fraction less than one (1) yen resulting from such adjustment shall be rounded up
to the nearest yen.

6. Total paid-in value of the shares of the common stock of the Company to be issued or
transferred upon exercise of all the Stock Acquisition Rights:

To be determined on July §, 2002
7. Exercise Period of Stock Acquisition Rights:
From July 1, 2004 to June 30, 2009
8. Other Conditions for Exercise of Stock Acquisition Rights:
Each Stock Acquisition Right may be partly exercised only if the number of shares

issued or transferred upon exercise of the Stock Acquisition Rights is an integral
multiple of the number of shares constituting one (1) unit.




9. Events and Conditions for Cancellation of Stock Acquisition Rights:

10.

11.

12.

13.

The Company may, at any time, cancel the Stock Acquisition Rights without any
compensation when the Company has acquired the unexercised Stock Acquisition
Rights.

Restriction of Assignment of Stock Acquisition Rights:

Approval of the board of directors of the Company shall be required for assignment of
the Stock Acquisition Rights.

Issuance of Stock Acquisition Right Certificate:

Certificates of Stock Acquisition Rights shall be issued only when the Stock
Acquisition Right Holders request such issuance from the Company.

Capitalization of the Exercise Price:
The Exercise Price shall be credited to capital stock account and non-capital stock
account. The portion of the Exercise Price credited to capital account shall be
determined by multiplying the Exercise Price by 0.5 (any fraction less than one (1) yen
resulting from such adjustment will be rounded up to the nearest yen).

Individuals who will be allotted the Stock Acquisition Rights:

The directors and employees of the Company and its affiliates, totally 47 persons.

*(1) Date of resolution of the board of directors that decided the proposal at the 96th Annual

General Meeting of Shareholders: April 22, 2002

(2) Date of resolution of the 96th Annual General Meeting of Shareholders:

June 27, 2002

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad) -
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044
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Notice Regarding Purchase of The Company's Stock o Vi n
from The Market e

June 7, 2002
Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law
Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock’’, it has purchased the company's stock from the market, as
follows:
1) Period during which purchases were made: From May 22, 2002

to June 7, 2002

2) Number of purchased shares: 3,163,000 shares

3) Total purchase cost of shares: 9,170,790,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of
Directors held on February 21, 2002:

-Kind of shares to be purchased: Common shares
‘Total number of shares to be purchased: ~ Up to 10,000,000 shares
‘Total purchase cost of shares: Up to 28,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares

3) Total number of purchased shares and total of purchase cost of shares after
June 29, 1999, the date when the new article providing for the redemption of
shares by purchase was added to the Articles of Incorporation:

45,000,000 shares
129,058,075,000 yen

4) By the purchases effected on the market on June 7, 2002, Kao has finished the
purchases pursuant to the decision made at the meeting of the Board of
Directors held on February 21, 2002, pursuant to the provisions of Article 3 of
the Law Concerning Special Rules of the Commercial Code with Respect to the
Procedure for Redemption of Stock.

*1 As of October 1, 2001, the Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock (the “Rules”) is no longer in effect.

However, in accordance with the Additional Rules to the Commercial Code (revised as
of October 1, 2001), any company that is authorized by its Articles of Incorporation
to rely on Article 3 of the Rules to purchase its stock will be permitted toso purchase
its stock until the time of the completion of the next annual general meeting of

shareholders. '
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Notice Regarding Purchase of The Company's Stock
from The Market

May 20, 2002

Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law

Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock’!, it has purchased the company's stock from the market, as

follows:

1) Period during which purchases were made: From April 23, 2002
to May 20, 2002

2) Number of purchased shares: 1,967,000 shares

3) Total purchase cost of shares: 4,989,660,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of
Directors held on February 21, 2002:

-Kind of shares to be purchased: Common shares
-Total number of shares to be purchased:  Up to 10,000,000 shares
‘Total purchase cost of shares: Up to 28,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares

3) Total number of purchased shares after June 29, 1999, the date when the new
article providing for the redemption of shares by purchase was added to the
Articles of Incorporation:

41,837,000 shares

*I As of October 1, 2001, the Law Concerning Special Rules of the Commercial Code with
Respect .to the Procedure for Redemption of Stock (the “Rules”) is no longer in effect.
However, in accordance with the Additional Rules to the Commercial Code (revised as
of October 1, 2001), any company that is authorized by its Articles of Incorporation
to rely on Article 3 of the Rules to purchase its stock will be permitted toso purchase
its stock until the time of the completion of the next annual general meeting of
shareholders.
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Kao Corporation Reports Business Results

Tokyo, April 22, 2002 - Kao Corporation today announced its consolidated and
nonconsolidated business results for the fiscal year ended March 31, 2002. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

1. CONSOLIDATED BASIS

Consolidated Financial Highlights (Unaudited)
Millions of

Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2002 2001 % change 2002
Net sales 839.0 821.6 2.1 6296.6
Operating income 111.7 107.0 4.3 838.5
Ordinary income 113.5 111.8 1.5 852.4
Net income 60.2 59.4 1.4 4523
Total assets 772.1 783.7 (1.5) 5,794.7
Total shareholders' equity 459.7 462.9 0.7) 3450.1
Yen U.S. Dollars
Per share: .
Net income 100.43 96.69 39 0.75
Cash dividends 26.00 24.00 8.3 0.20
%
YEAR ENDED MARCH 31 2002 2001
Operating margin 13.3 13.0
Net income to total
shareholders' equity (ROE) 13.1 12.7

Consolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, is 870.0 billion yen
(US§6,529.0 million) in net sales, 114.0 billion yen (US$855.5 million) in operating
income, 114.0 billion yen (USS$855.5 million) in ordinary income and 62.0 billion yen
(US$465.3 million) in net income. Net income per share is expected to be 105.12 yen

(USS$0.79).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 Incr/(Der)
Like-for-like
Consumer Products 626.0 607.8 3.0 1.3 88.7 86.1 2.6
Cosmetics (Sofina) 74.1 725 22 2.1 4.7 2.8 1.9
Chemical Products 162.8 167.8  (3.0) (6.3) 17.7 17.7 0.0
Corporate/Eliminations (23.9) (26.6) - - 0.4 0.4 0.0

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 Incr/(Der)
Like-for-like
Consumer Products 4,698.3 4561.5 3.0 1.3 666.1 646.2 19.9
Cosmetics (Sofina) 556.7 544.7 2.2 2.1 36.0 21.2 14.7
Chemical Products 1,221.8  1,260.0 (3.0 (6.3) 1329 1329 0.0
Corporate/Eliminations (180.1) (200.1) - - 3.5 34 0.0

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen

SALES - OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 mer/(Der)
Like-for-like
Japan 648.1 6554 (1.D (1.D 95.1 943 0.8
Asia 93.4 84.1 11.1 5.5 8.3 6.8 1.5
Europe and Americas 122.8 105.2 167 5.0 7.8 59 1.9
Corporate/Eliminations (25.5) (23.2) - - 0.3 0.0 0.2

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED MARCH 31 2002 2001 % change 2002 2001 Iner/(Der)
Like-for-like
Japan 4864.4  4919.1  (1.1) (1.1) 7144 707.8 6.6
Asia 701.7 6314 1.1 5.5 62.8 51.1 It.7
Europe and Americas 922.3 790.1  16.7 5.0 59.0 44 .4 14.7
Corporate/Eliminations (191.8) (174.6) - - 2.3 0.5 1.8

Notes

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 29.
2002, of yen 133.25=USS1. solely for convenience.

2. Like-for-like growth rates exclude the effect of the currency effect on overseas related to transfation of local
currencies to the Japanese yen.
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of

Billions of Yen U.S. Dollars

YEAR ENDED MARCH 31 2002 2001 % change 2002
Net sales 654.1 660.4 0.9) 4,9094
Operating income 92.4 923 0.1 693.5
Ordinary income 98.5 98.3 0.1 739.3
Net income 55.5 52.2 6.3 416.6
Total assets 671.0 707.3 (5.1) 5,035.7
Total shareholders' equity 459.8 480.7 4.3) 3,451.2
Yen U.S. Dollars

Per share:
Net income 92.25 84.72 8.9 0.69
Cash dividends 26.00 24.00 8.3 0.20
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on March 29,
2002, of yen 133.25=US81. solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2003

The forecast for the full fiscal year ending March 31, 2003, is 655.0 billion yen
(US84,915.6 million) in net sales, 98.0 billion yen (US$735.5 million) in ordinary
income and 56.0 billion yen (USS US$420.3 million) in net income.

Forward-Looking Statement _

This release contains forward-looking statements that are based on management’s estimates, assumptions
and projections at the time of release. Some factors, which include, but are not limited to, the risks and
uncertainty associated with the worldwide economy, competitive activity and currency fluctuation, could
cause actual results to differ materially from expectations.

For further information, please contact:
Kazuyoshi Aoki

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-7103

E-mail: ir@kao.co.jp
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1. MANAGEMENT POLICIES

Basi Polici

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to achieve profitable growth
by winning the support and trust of customers not only in Japan, but also in markets all
over the world, and to carry out a sustained effort to augment corporate value. We view
the expansion of corporate value as closely linked to securing profits for shareholders.
We recognize that the following items are significant in the achievement of consistent
increase in corporate value over the long term: cultivation of a corporate culture that is
oriented toward continuous reform and adaptation according to changes in the
operational environment, that allows full demonstration of individual abilities resulting
in a high level of employee satisfaction based on fair performance evaluation, and, that
makes a commitment to maintaining openness as an enterprise conscious of issues
regarding environmental preservation and of the need for compliance with corporate

ethics.

The Company has adopted EVA (Economic Value Added)* as its primary management
measure of true profit by including the cost of invested capital as a factor. We are
convinced that long-term, sustainable growth of EVA is closely connected to growth in
corporate value, which benefits not only shareholders but also all other stakeholders in

the long view.

Kao makes every effort to focus on management activities to achieve growth of EVA.
EVA is also widely utilized in determining the direction of long-term management
strategies, for evaluation of M&A activities and capital investments, for assessments of
specific businesses, and in developing performance targets for each fiscal year. To build
motivation, levels of achievement of targeted year-on-year improvement in EVA are

used to determine a portion of bonuses for executives and employees.

EVA is a registered trademark of Stern Stewart & Co.
4
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+ Basic Policies Reeardine Distribution of Profi

In its dividends to shareholders, Kao seeks to increase per-share profit to achieve
continuous increase in per-share dividends of approximately 30% of net income. In its
use of free cash flow, the Company strives to increase future corporate value primarily
through investment in existing core businesses for further expansion and new business
development, and M&A activity, and by undertaking measures, including share
repurchase to increase returns to shareholders, with a long-range point of view and

investment efficiency uppermost in mind.

Positioning the businesses of consumer products, cosmetics and chemical products as
our core businesses, we strive for business growth with a focus on research and
"development of products of excellent value and outstanding performance to meet

consumers’ real needs.

Faced with slow growth due to the maturation of domestic markets in our existing
businesses, the Company intends to invest management resources to reinforce current
powerful brands while developing new products that will create new market segments.
And as we work to expand our core business platforms, we also make efforts to develop

lines of businesses in new fields such as health care.

Overseas, Kao will assign the highest priornity to business expansion in the Asia region,
which is a growth market, while increasing business activity in North America and
Europe. To achieve these goals, we are positively considering further M&A activity and

entering into strategic business alliances.

In addition to the above policies, Kao will continue management reform efforts in
response to changes in the operating environment. The Company will make consistent
efforts to reduce costs and raise operational efficiency, thus achieving sustained EVA

growth.

wh
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S Reform of Management Structure to Enhance Corporate Governance

To strengthen corporate governance and realize high levels of fairness and transparency
in management, the Company will carry out further reform of our management structure.
Kao is adding two external directors to strengthen the Board of Directors’ supervision
of management while concurrently reducing total membership from I8 to 13 to
invigorate the activity of the Board. In addition, an executive officer system will be
adopted to separate management and execution functions. In connection with these
moves, we will discontinue the Management Advisory Committee. Further, to promote
speedier decision-making and execution, we will take measures to promote delegation

of authority and responsibility and revise rules guiding decision-making,

Furthermore, Kao revised its compensation system for Board members in the previous
fiscal year to further align their interests with those of shareholders and directors and
facilitate an increase in corporate value. Specifically, this includes the introduction of a
stock option plan for directors, expansion of the performance-linked portion of
compensation for directors, and cessation of future provision of allowance for directors’

retirement.

In this fiscal year, the company will broaden its stock option system to include
executive officers, senior employees and executives at affiliated companies and other

relevant employees.
6. Issues for Management

With the operating environment becoming increasingly difficult and subject to
anticipated drastic changes, the company must redouble its aggressive reform eftforts.
Along with this, based on our principles as a manufacturer that concentrates on the true
satisfaction of customers as well as the development of products of excellent value and
outstanding performance, we will focus our management resources strategically and

aggressively on developing and nurturing strong brands.



Kao Corporation
News Release April 22, 2002

We will aim for continuous profitable growth by taking the following operating
Initiatives: increasing market share of core brands; development of products that create
new market segments; development and nurture of new businesses; and reinforcement

of overseas business.

Profoundly aware that unethical actions risk the very existence of an enterprise, we will
consistently conduct management activities in thorough compliance with corporate

ethics and reinforce risk management activities.

7 Policy C ne Number of SI ~opstitutine One Unit of Stodl

Kao is aware of the need for a larger number of investors to participate in the trading of
its shares to enhance their liquidity and have them traded at appropriate price levels in
the stock market. Among shares listed on the Tokyo Stock Exchange, Kao shares have a
high level of liquidity. It is thought that reducing the number of shares in each lot would
be a useful means of having more investors purchase company shares. Doing this,
however, would entail not only such initial costs as printing stock certificates, it would
also mean increased annual expenses such as agency commissions and mailing expenses.
At this point, from the cost-benefit point of view, we have not verified that reducing the
size of the share lots would be accompanied by increased profit for all shareholders. The
company will continue to observe market trends and carefully consider whether or not

such a move would be in the best interests of shareholders.
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2. CONSOLIDATED BUSINESS RESULTS

: - Business Results for the Period under Revi

In the fiscal year ended March 31, 2002, the slow-down of the U.S. economy led to
global economic stagnation. Although there were signs of recovery in the U.S. and some
other countries in the second half of the period, the Japanese economy continued to
struggle throughout the year despite some recovery in such indices as exports and
production. Corporate revenues sharply declined, which led to reduced investment in
plant and equipment, the employment situation worsened, and consumer spending

continued to drop.

Consolidated net sales rose by 17.3 billion yen to 839.0 billion yen, a 2.1% increase
from the same period of the previous fiscal year. Excluding a positive currency
translation effect of 15.6 billion yen on overseas sales due to the weakening yen, actual
sales growth would be 0.2%. Sales in domestic businesses fell year-on-year, as
consumer product sales were adversely affected by declining prices and a sluggish
market, and sales in the chemical products business sagged due to an economic stump.
Overseas, healthy sales growth was posted in both consumer products and chemical
products, especially in North America and Europe, despite a challenging operating

environment.

Consolidated operating income increased 4.3% year-on-year to 111.7 billion yen, and
the ratio of operating income to sales further improved to 13.3%. Operating income in
Japan increased by 0.8 billion yen to 95.1 billion yen year-on-year. This was largely due
to cost-reductions, efficient spending, and reduced depreciation expenses, which offset
the effects of declining prices in consumer products and decrease in sales, reflecting a
large drop in demand in the chemical products business in Japan. Operating income
from overseas businesses rose by 3.5 billion yen to 16.2 billion yen on the back of profit
contributions from the personal care products business in North America and Europe

and from the chemical products business in Asia.
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Consolidated ordinary income was 113.5 billion yen, a rise of 1.7 billion yen from the
previous year. Net income increased by 0.8 billion yen to 60.2 billion yen.
Nonoperating income from equity in the earnings of affiliates and foreign exchange gain
declined from the previous year. Despite extraordinary losses recorded as a result of
restructuring of Kao (Taiwan) Corporation and the dissolution of Novartis Kao Co.,
Ltd. , net income was higher than the forecasts of October 22, 2001.

Solid growth was achieved in net income per share at 100.43 yen due to increase in net

income and repurchase of approximately 20 million shares from the market.
Summary of Results by Business Segment

Sales of consumer products and chemical products in Japan edged downward from the
level of the previous fiscal year, but healthy growth was achieved in cosmetics. Solid
sales growth was posted in each business segment overseas partly due to the positive

currency translation effect.

Although the chemical products business in Japan was adversely affected by a serious
economic slump, operating income remained at the same level as the previous year.

However, operating income from other business segments achieved an increase.
(1) Consumer Products Business

Net sales of consumer products rose 3.0% from the previous fiscal year to 626.0 billion
yen. Although sales in Japan declined 0.6% year-on-year, sales overseas rose due to
such factors as addition of PT. Kao Indonesia as a new consolidated subsidiary, the
influence of the weaker yen, and the contribution of new producté in North America and

Europe. Actual like-for-like growth in sales on a local currency basis was 1.3%.

Operating income in Japan favorably increased. Overseas, solid growth in operating
income was posted in North America and Europe; however, there was a decline in Asia.

As a result, operating income rose by 3.1% to 88.7 billion yen.
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1) Japan

In the overall market in Japan, expansion of floor space at retail stores has stopped and
depreciation is slowing down, but sales declined year-on-year in value. In this
environment, Kao stepped up marketing and sales efforts at each chain store and in each
region. The marketing of new and improved products helped activate markets, and a
strong effort was made to reduce the number of product items. Eamings growth was
restrained by such factors as declining sales prices and high raw materials costs due to
the weaker yen. Nevertheless, stabilization of raw materials prices in the market,
reduced depreciation expenses, and the Company’s aggressive cost-cutting and cost-

efficiency efforts resulted in a rise in earnings.

Sales Composition of Consumer Products

Billions of yen

YEAR ENDED MARCH 31 2002 2001 % change
Personal care products 166.8 170.5 (2.2%)
Laundry and cleaning products 246.7 249.0 (0.9%)
Hygiene and others 82.2 79.0 4.1%

Total 495.8 498.6 (0.6%)

In the market for personal care products, actual sales in volume did not increase and

prices continued to drop.

The Company launched a new product, Bioré Moisture Care Lotion in spring 2002,
formulated to be the same mild acidity as healthy skin, to further strengthen Bioré as a
skin care brand. In the hair care category, dramatically improved Merit was favorably
accepted by consumers. New and additional items brought into the market, including
Bub bath additives and Blauné hair color contributed to strengthen brands and market
position. The Company significantly reduced the number of brands and product items
for focused investment of management resources. Despite these efforts and the

contribution of new and improved products, the effect of declining prices and product

10
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item reduction resulted in sales dropping by 2.2% below the level of the previous year.

Principal new products:

Bioré Moisture Care Lotion
Bioré Eye Makeup Remover
Blauné Aroma hair color with Easy Comb

Bub Cherry Blossom Scented

The household products market was characterized by a slight decrease in sales volume
due to a shrinkage of the gift market. In an environment with a deflationary trend, sales
prices dropped further and competition continued to intensify. Under these severe
market conditions, the Company implemented key measures, further strengthening top
brand products and increasing market share of products that are number two in their
categories. Kao made a dramatic improvement in Attack laundry detergent to strengthen
the brand. Home cleaning detergent Emal and mildew remover categories gained the top
share in each category. The Company also launched a slime remover for the kitchen
sink to create a new market segment. Although some of the new or improved products
achieved higher sales than expected, the sales of laundry detergent was affected by the
shrinkage of the gift market. Also, the sales of fabric softener and bleach dropped below
the level of the previous year. The total sales in the household products category fell by

0.9%year-on-year.

Principal new products:

Family Power Gel

Kitchen Wonder Drain Slime Remover
Haiter Mildew Remover Strong
Quickle for the Range

Quickle Wiper for the Carpet

In hygiene and others, the Japanese market for sanitary napkins has shrunk due to a
smaller population of users and the fact that products with superior functions have

resulted in less product being used. Similarly, the scale of the market for baby diapers

11
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has diminished due to fewer babies. At the same time, prices are on a downward trend,
which, combined with the other factors, has resulted in a smaller market in this product
category. Kao introduced value-added products to activate the market, and further cost-
cutting and efficient use of expenses were conducted to raise profitability. Despite these
efforts, intensified price competition led to a sales decrease in comparison with the
previous fiscal year. In the nursing care category, newly launched incontinence pads
with disinfectant and deodorant functions were highly evaluated in addition to the
Company’s steady support activities at hospitals and nursing care centers. As a result,

sales of this category have expanded.

In cooking oils, although the overall market contracted, particularly in the gift sector,
the market for functional healthy cooking oils expanded. Along with this trend, Kao
strengthened its line of Healthy Econa Cooking Qil products by launching Healthy
Econa Cooking Oil — For Lower Cholesterol and Healthy Econa dressings (Japanese,
Sesame and Italian flavors) in the spring of 2001. Additional Chinese and French
dressings were added to the lineup in the spring of 2002, Robust sales growth in the
Healthy Econa Cooking Qil series was achieved in a shrinking overall market for
cooking oils. This was an example of new products creating a new market segment. As
a result of this success, year-on-year sales growth by 4.1% was posted in the hygiene

and other products category.

Principal new products:

Laurier Super Overnight

Laurier Dry Cushion with wings

Laurier Active Guard

Healthy Econa Cooking Qil - For Lower Cholesterol

Healthy Econa dressings (Chinese Roasted Sesame, Herb French)
2) Asia and Oceania

Although a few bright spots were noted in some sectors of the Asian economy, overall

the region was adversely affected by the economic downturn in the United States last

12
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year. In the consumer products market, competition intensified among Japanese, U.S.
and European manufacturers, and in many countries, retailing, including retailing by
multinationals, was focused on large chain stores. Due to the fierce competition in the
market and a deflationary trend, sales prices dropped sharply. However, PT. Kao
Indonesia, which became a fully consolidated subsidiary from this fiscal year, raised
prices of some products to absorb higher raw materials costs due to the weakening of

the local currency.

In personal care products, the Company continued items reduction efforts and focused
on building sales of the following eight brands: hair care sold under the Sifoné and
Feather brands; Bioré skin care products; Attack, Magiclean and Haiter among
household products; and Laurier and Merries among hygiene products. We took
initiatives to promote improved Feather shampoo and conditioner with a new package
design through the regional headquarters company in Thailand, which was established
to unify regional operations. As a result, sales of the Feather brand grew to a large
extent. Kao also intends to optimize its production framework in Asia to adjust to new
conditions such as the formation of AFTA (the ASEAN Free Trade Area) and the

admission of China and Taiwan into the WTO.

Although healthy sales growth was achieved in China and ASEAN countries, the
adverse impact of severe market conditions in Taiwan led to sales on a local currency
basis in the region remaining virtually the same as the previous fiscal year, excluding

those of PT. Kao Indonesia, which became a fully consolidated subsidiary.
3) North America and Europe

Market conditions in North America and Europe were difficult due to such factors as the
bankruptcy of a giant retailer in the U.S. and the impact of the American economic
slowdown on Europe. In the U.S. personal care products market, in which products are
becoming polarized between high-end and economical low-priced items, the Andrew
Jergens Company launched Naturally Smooth, a new lotion developed through
application of Kao’s unique technology that helps make the hair finer and less

noticeable. This high-value-added product contributed to expanded sales. In the growing
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hair color market in Europe, Kao and Goldwell GmbH cooperated in the development

and launch of new hair color ELUMEN which contributed to an increase in sales.

Overall, solid sales growth was achieved in North America and Europe due to Bioré
Pore Pack and the antiperspirant/deodorant brand Ban, which was acquired in the
previous fiscal year by the Andrew Jergens Company, and a strong performance by the
U.S. subsidiary of Goldwell, a Kao Group company in Germany that markets hair
products for beauty salons internationally. Guhl lkebana GmbH, which is in the
premium hair care business in Germany, also posted solid sales growth, largely the
result of new items added to its product lineup and a complete renewal of the designs of

its shampoos and conditioners.

To reinforce the base for its hair care business in the U.S. and Europe, Goldwell and its
subsidiary acquired KMS Research, Inc., an American manufacturer of hair care
products, in February 2002, including its manufacturing and distribution partner in
Europe, KMS Research Laboratories (UK). A powerful synergetic effect is expected
from integration of superior hair care technology developed by Kao and brand value and
know-how of the beauty salon business accumulated in Europe and North America.
Goldwell also established Goldwell Japan Co., Ltd. to begin business activity aimed at

beauty salons in Japan.
(2) Cosmetics Business (Sofina)

In the cosmetics market, prestige cosmetics sales continued to decline both in volume
and value. In this stagnant market, sales of Kao cosmetics sold under the Soﬁna. brand
rose by 2.2% to 74.1 billion yen. Sales of est, which is marketed exclusively through
department store channels, were particularly robust. Supporting this growth were the
Company’s expansion of the customer base for est products in the basic care category,
and in the fall of 2001, a launch of a new est foundation product that has been very well
received. The Company also achieved healthy growth in sales of Sofina products
through such efforts as stepped-up basic care and UV care counseling at stores. In
addition, Wrinkle Seraty, a new Sofina product, has won solid customer support. As a

result of such activity as maintaining appropriate inventory levels at stores to reduce
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product returns, cost reductions and raising efficiency, operating income from cosmetics

(Sofina) increased by 1.9 billion yen to 4.7 billion yen.

Principal new products:

est the powder makeup foundation
est base nuance base foundation

Wrinkle Seraty Essence Gel
(3) Chemical Products Business

The downturn in the U.S. economy adversely affected chemical products markets
worldwide. Under these conditions, Kao focused emphasis in its core businesses in this
segment:; oleochemicals, surfactants and specialty chemicals. During this fiscal year,
sales have been driven by the oleochemicals business in Asia and the specialty
chemicals business, such as toner and related products for copiers and aroma chemicals,
in Japan, the U.S. and Europe. Despite these efforts, sales in the chemical products
business fell 3.0% from the previous year to 162.8 billion yen. This drop was largely
due to production and inventory adjustments made by industrial customers in Japan.
Operating income was about the same as the previous year at 17.7 billion yen. The
decline in operating income from Vdomestic business was offset by an increase in

overseas business.
1) Japan

Reflecting the sluggish demand from industries, sales dropped from the previous fiscal
year. Even though overall business was adversely affected by the sluggish economy,
robust growth was achieved in industrial materials such as concrete additives that
dramatically raise the strength of raw concrete, and de-inking agents for recycling paper
in the paper and pulp field. Despite the Company’s cost reduction efforts, the fall in
sales resulted in operating income falling well below the level of the previous fiscal

year.
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2) Asia

The collapse of the IT bubble and resulting economic slowdown in the U.S. had a strong

negative impact on the Asian economy.

Reflecting the sluggish economy, the fatty alcohol business fell in price.. However,
operating income rose greatly from the previous fiscal year due to continuously low
prices of raw materials and improved profitability gained from the rationalization of
production facilities in the Philippines. In response to Taiwanese industrial customers
moving operations to China or elsewhere, Kao shifted production activity from Taiwan

to China and other places where it had established production and sales organizations.

3) North America and Europe

Solid sales growth was posted in Kao’s chemical products businesses in North America
and Europe, including continued strong performances in specialty chemicals such as
toner and related products for copiers in North America and Spain, aroma chemicals in
Spain, and fatty amines in Germany, together with favorable translation rates to
Japanese yen. In toner and related businesses, the Company upgraded toner binder
production facilities at its Kashima Plant and completed new production facilities in
Spain to further strengthen its global operational framework that includes operations in
the U.S. Kao also expanded operations in the aroma chemicals field by improving
facilities with new ‘techno]ogy for the production of synthetic products. Operating

income improved greatly due to strong performances in the U.S., Germany and Spain.
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Overall Business | for the Fiscal Year Endine March 31, 200

Although positive signs have begun to appear in Japan, the employment situation and
trends in individual consumption are still stagnant. Overall, the Company expects

continued severe market conditions in terms of both volume and value.

In Japan, the Company will strengthen development of products based on a back-to-
basics policy. We will focus our management resources on developing and nurturing
strong brands and conduct aggressive marketing activity. Through these initiatives, the
Company aims to expand market share in the sluggish market and increase sales. In the
cosmetics (Sofina) business, the Company will launch distinguishing products to further
strengthen the brand, and with global expansion in mind, make further efforts to

reinforce the foundation and improve the profitability in this business.

An economic recovery is expected to take a considerable amount of time, so the sales of

chemical products are forecasted to remain flat.

Overseas, in consumer products in Asia, the Company will make aggressive efforts in
the rapidly growing market in China as well as Taiwan and ASEAN countries, where
signs of an economic recovery have begun to appear. As for the personal care business
in North America, Kao expects sales expansion by the Andrew Jergens Company with
skin care lotion Naturally Smooth and newly added product lines of anti-
perspirant/deodorant brand Ban. Also, a U.S. subsidiary of Goldwell GmbH, a German
hair care products company targeting beauty salons, is forecasted to expand sales of hair
color ELUMEN, which was launched in spring 2002. The Company also expects a
synergetic effect from KMS companies in the U.S. and U.K. In chemical products, as
the Company upgraded the production facilities for such specialty chemicals as aroma

chemicals in Spain and toner and related products, growth in sales is forecast.

As a result of the above, although net sales in Japan are expected to remain stagnant, the

Company is forecasting growth from overseas operations. Kao projects that net sales for
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the next fiscal year will increase by 3.7% to 870.0 billion yen, and that operating
income will rise by 2% to 114.0 billion yen. Ordinary income is expected to rise 0.4% to
114.0 billion yen, and net income is projected to rise by 2.9% to 62.0 billion yen. We
anticipate an increase in the cost of raw materials for fatty alcohol, however the
Company will make aggressive efforts to secure stable income by implementing cost-

reduction measures not only in Japan but also overseas.

Based on the forecasted growth in profits, Kao plans to increase its annual dividend per
share by 4 yen from the previous year to 30 yen, and to increase its interim dividend per

share by 2 yen to 15 yen.
Kao will continue its efforts to increase profits and improve capital efficiency and will

move ahead with the introduction of EVA at additional Group companies overseas. As a

result, the Company endeavors to meet midterm EVA improvement targets.

Underlyi {oms for the F cor the Fiscal Year Endine March 31, 2003

The above forecasts were made assuming exchange rates of one U.S. dollar to 130 yen,

and one euro to 115 yen and one New Taiwan dollar to 3.7 yen.
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I1. Financial Condition

Summarized Consolidated Cash Flows (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2002 2001 Incr/(Dcr.) 2002
Operating activities 130.9 122.9 7.9 982.6
Investing activities (77.6) (67.3) (10.2) (582.7)
Financing activities (86.2) (52.1) (34.1) (647.3)
Translation adjustments 34 1.9 1.5 26.1
Net increase (29.5) 54 (34.9) (221.4)
Beginning balance of newly
consolidated companies 0.9 0.0 09 7.4
Cash and cash equivalents 124.9 153.4 (28.5) 937.5
Total debt 559 69.4 (13.4) 420.0

Net cash provided by operating activities was 130.9 billion yen. Income before income
taxes rose 6 billion yen and depreciation and amortization expenses slightly decreased
to 58.4 billion yen. Further reduction in accounts receivables. and inventories by 3.7
billion yen and 6.4 billion yen respectively contributed to a decrease in working capital.

Net cash used in investment activities rose by 10.2 billion yen to 77.6 billion yen.
Investment in marketable securities for the purpose of short-term investment of funds
and capital investment overseas increased. In Japan, investments in plant and equipment
during the year included spending on new detergent, cooking oil and other products and
upgrading their performance. Overseas investment included streamlining fatty alcohol
production facilities in the Philippines and establishing new copier toner production
facilities in Spain for global business development. In addition, a loan to a subsidiary of

Goldwell was provided for the acquisition of KMS Research, Inc.

Net cash used in financing activities rose 34.1 billion year-on-year as the company
continued share purchase at 57.5 billion yen. In addition, the Company continued long-
term debt repayments at 11.2 billion yen and redemption of corporate bonds at 6.3

billion yen, a total reduction by 13.4 billion yen to 55.9 billion yen year-on-year.

As a result of these activities, the balance of cash and cash equivalents at the end of the
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fiscal year was 124.9 billion yen, 28.5 billion yen less than the balance at the end of the

previous year.

F cor the Fiscal Year Ending Marc] 03

Although the operating environment is expected to be as severe as that of year just
ended, Kao projects that the portion of cash flows from operating activities accounted
for by net income before taxes and other adjustments will be approximately the same as
1t was in the previous fiscal year. In addition, depreciation and amortization expenses

are expected to decrease.

The portion of cash flows from investment activities accounted for by capital
investment is expected to decrease slightly in Japan where the Company still invests to
improve in capacity and efficiency. Overseas, the Company expects the same level of

investment as that of this year.

Regarding cash ﬂows from financing activities, Kao will propose further stock purchase
pursuant to Article 210 of the Commercial Code at the general shareholders meeting to
be held on June 27, 2002. This will continue to improve capital efficiency, increase
returns to shareholders and allow adoption of timely and flexible capital policy
measures in response to changes in the business environment. Kao will continue to
carry out stock purchase in a flexible manner, possibly up to 30 million shares or §0
billion yen in value, taking into account business investment projects. Kao anticipates
increasing its annual dividend paid. Total debt at the end of the coming year is expected
to be approximately 50 billion yen. Consequently, cash and cash equivalents at the end
of the coming year will be about 120 billion yen, less than the balance at the end of the

this year.
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Proposed appointment of Board Directors, Corporate Auditor, and
Executive Officers

In order to reinforce the corporate governance and bring greater efficiency to decision
making at the Board of Directors, the changes of Board Directors are proposed and the
introduction of Executive Officers is undertaken as follows. The proposed appointment
for Board Directors and Corporate Auditor will become effective after approval at the
General Meeting of Shareholders to be held on June 27, 2002, and the proposed
appointment of the Executive Officers will become effective after approval at the Board
Meeting to be held immediately after the General Meeting of Shareholders.

Note: Titles as of April 22, 2002

Candidates for new Directors of the Board

Motoki Ozaki General Manager, Household Products Division

Shunichi Nakagawa Director of Legal Department

Akishige Okada Chairman of the Board - Sumitomo Mitsui Banking
Corporation

Sakie T. Fukushima Representative Director & Regional Managing Director,

Korn/Ferry International - Japan

Candidate for new Corporate Auditor

Iwao Inoue Board Director, Director of Accounting & Finance

Retiring Directors of the Board
Masanori Sakata

Kunthiko Hachiya

Moriyasu Murata

Shigeo Yamada

Toshio Hirasaka To be named Executive Officer
Masatoshi Kitahara ~ To be named Executive Officer
Tadao Matsumoto To be named Executive Officer
Iwao Inoue To be named Full-time Corporate Auditor
Tetsuya Imamura To be named Executive Officer
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Retiring Corporate Auditor

Kikuhiko Okamoto

Full-time Corporate Auditor

Candidates for Executive Officers

Takuya Goto

Toshio Hoshino

Takahiko Kagawa
Yasuo Idemitsu
Akio Tsuruoka
Shozo Tanaka
Kuniaki Watanabe
Nobuatsu Higuchi
Naotake Takaishi
Motoki Ozaki
Shunichi Nakagawa
Toshio !?-Iivrasaka
Masatoshi Kitahara
Tadao Matsumoto
Tetsuya Imamura
Masateru Kanazawa
Toshio Takayama
Akio Kimura
Norihiko Takagi
Takuo Goto

Hiroshi Kanda

President& Chief Executive Officer

Senior Executive Vice President, President - International
Consumer Products

Executive Vice President , President - Kao Hanbai Company
Executive Vice President, Global Production & Engineering
Global Purchasing

President - Global Personal Care

President - Global Chemicals

President - Greater China

Senior Vice President - Global R&D

President - Global Fabric & Home Care

Legal - Global |

President - Cleanliness & Sanitation

Global Communications

Global Logistics

President - Global Health care

Global Marketing Service

President - Global Cosmetics

Vice President - Global R&D

Global Human Capital Development

Vice President - Global Production & Engineering
President - Global Feminine & Baby Care
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New Management Team

Board of Directors
Takuya Goto*

Toshio Hoshino*

Takahiko Kagawa*

Yasuo Idemitsu*
Akio Tsuruoka*
Shozo Tanaka*
Kuniaki Watanabe*
Nobuatsu Higuchi*
Naotake Takaishi*
Motoki Ozaki*
Shunichi Nakagawa*
Akishige Okada**

Sakie T. Fukushima**

Corporate Auditors
Katsuhiko Hiraoka
Iwao Inoue

Takashi Tajima***

Hidejiro Matsuda***

Note: Titles effective as of June 27, 2002

President &Chief Executive Officer, Representative Director
Senior Executive Vice President, President - International
Consumer Products, Representative Director
Executive Vice President, President - Kao Hanbai Company,
Representative Director
Executive Vice President, Global Production & Engineering
Executive Vice President, Global Purchasing
Executive Officer, President - Global Personal Care
Executive Officer, President - Global Chemicals
Executive Officer, President - Greater China
Executive Officer, Senior Vice President - Global R&D
Executive Officer, President - Global Fabric & Home Care
Executive Officer, Legal - Global
Chairman of the Board - Sumitomo Mitsur Banking
Corporation
Representative Director & Regional Managing Director -
Japan, Korn/Ferry International

*Holds the post as Executive Officer concurrently

**Qutside Director

Full-time Corporate Auditor

Full-time Corporate Auditor

Attorney at Law

Certified Public Accountant
***Qutside Corporate Auditor
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Executive Officers
Toshio Hirasaka
Masatoshi Kitahara
Tadao Matsumoto
Tetsuya Imamura
Masateru Kanazawa
Toshio Takayama
Akio Kimura
Northiko Takagi
Takuo Goto

Hiroshi Kanda

Kao Corporation
April 22, 2002

Executive Officer, President - Cleanliness & Sanitation
Executive Officer, Global Communications

Executive Officer, Global Logistics

Executive Officer, President - Global Health Care

Executive Officer, Global Marketing Service

Executive Officer, President - Global Cosmetics

Executive Officer, Vice President - Global R&D

Executive Officer, Global Human Capital Development
Executive Officer, Vice President - Global Production & -
Engineering

Executive Officer, President - Global Feminine & Baby Care
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Kao Corporation))

Notice Regarding Purchase of The Company's Stock
(Stock Purchase Pursuant to the Provisions of Article 210 of the Commercial Code)

April 22, 2002

Kao Corporation (the “Company”) hereby makes the following announcement: at
the meeting of the ard of directors held on the date hereof, the board of
directors decided that the proposal to purchase the Company's stock pursuant to
Article 210 of the Commercial Code be made to the shareholders at the 96th
Annual General Meeting of Shareholders to be held on June 27, 2002,

1. Purpose of the Stock Purchase

The Company will purchase its stock after obtaining approval from the
shareholders in accordance with Article 210 of the Commercial Code. The
purchase of the stock will improve capital efficiency, and increase returns to
shareholders. Also, the approval of the shareholders will enable the Company to
adopt timely and flexible capital policy measures from time to time in response
to changes in the business environment.

Starting from the fiscal year ended on March 31, 2000, the Company has been
purchasing its stock on an annual basis, and such purchases have contributed to
improving Earnings Per Share and ROE. The Company will continue to carry
out stock purchase in a flexible manner, taking into account its cash position,

business investment opportunity and other factors.

2. Particulars of the Shares to be Purchased by the Company
(1) Type of shares to be purchased: Common stock
(2) Total number of shares to be purchased: Up to 30,000,000 shares
(5.1% of total outstanding shares)
(3) Total cost of the purchase: Up to 80,000,000,000 yen

Note:

Following approval by shareholders at the 96th Annual General Meeting of
Shareholders to be held on June 27, 2002, the Company will be authorized to
purchase its stock until the time of the completion of the 97th Annual General
Meeting of Shareholders.



Reference:

1) Total number of shares purchased pursuant to the p rovisions of Article 3 of the
Law Concerning Special Rules of the Commercial Code with Respect to the
Procedure for Redemption of Stock

Fiscal Year Number of Shares Purchased  Purchase Cost
__(million shares) _(billion yen)
March 31, 2000 10.00 29.50
March 31, 2001 10.00 28.64
March 31, 2002 19.87 56.75 (*)

(*): The Company announced that at the meeting of the board of directors held
on February 21, 2002, the board of directors made the decision to purchase up
to 10 million shares for up to 28 billion yen. By March 31, 2002, it has
purchased 4.87 million shares at 12.62 billion yen. The Company is
permitted to purchase its shares until the time of the completion of the 96th
Annual General Meeting of Shareholders to be held on June 27, 2002.

2)Total number of issued shares 599,429,451 shares
Total number of treasury shares 8.757.371 shares
Total number of outstanding shares 590,672,080 shares

(as of March 31, 2002)

3) Amount of capital: 85,414,761,166 yen
(as of March 31, 2002)

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044
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Notice

Regarding Stock Options (Stock Acquisition Rights (Shinkabu-Yoyaku-Ken))

Apnl 22, 2002

Kao Corporation (the "Company ") hereby makes the following announcement: at the meeting of
the board of directors held on the date hereof, the board of directors decided that the proposal to
1ssue stock acquisition rights as stock options (the " Stock Acquisition Right(s)") pursuant to
Article 280-20 and 280-21 of the Commercial Code be made to the shareholders at the 96th Annual
General Meeting of Shareholders to be held on June 27, 2002.

1.

Reason for Issuing Stock Acquisition Rights upon Especially Favorable Terms towards
Persons other than the Shareholders

The Company introduces the Stock Option System for the purpose of having the directors
and employees of the Company and its affiliates share interests with the shareholders to
increase the value of the Company.

Summary of the Issuance of Stock Acquisition Rights

(1)

2

3)

(4)

Type / Number of Shares under Stock Acquisition Rights:
Up to 620,000 shares of common stock of the Company.

In case of adjustment of the Allotted Number of Shares (defined as below) in
accordance with item (2) below, the number of shares under the Stock Acquisition
Rights above shall be adjusted to be equal to the product of (i) the Allotted Number of
Shares after the relevant adjustment and (ii) the aggregate number of Stock Acquisition

Rights.
Aggregate Number of Stock Acquisition Rights to be Issued:

Up to 620 Stock Acquisition Rights.

- The number of shares per a Stock Acquisition Right (the "Allotted Number of Shares”)

shall be 1,000 shares; provided, however, in the event that the shares are split or
consolidated, the Allotted Number of Shares shall be adjusted proportionately in
accordance with the ratio of the split or consolidation of shares.

Issue Price of Stock Acquisition Rights:
The Stock Acquisition Rights shall be issued without receipt of consideration.

The Amount to be Paid upon Exercise of Stock Acquisition Rights:
The amount to be paid upon exercise of each Stock Acquisition Right shall be the
amount which is equal to the product of (1) the paid-in value per share to be issued or
transferred through the exercise of each Stock Acquisition Right (the “Exercise Price”)
and (i1) the Allotted Number of Shares.

The Exercise Price shall be the price which is equal to the product of (1) 1.05 and (ii)



the average of the daily closing prices of common stock of the Company in the regular
transactions at the Tokyo Stock Exchange during the calendar month immediately
prior to the month including the issue date of the Stock Acquisition Rights (the “Issue
Date”). Any fraction less than one (1) yen resulting from such calculation shall be
rounded up to the nearest yen. In the event that the amount resulting from the
calculation above is less than the closing price of common stock of the Company at the
Tokyo Stock Exchange as of the Issue Date, the relevant closing price shall be the
Exercise Price.

With respect to common stock of the Company, in case of issuance of new shares or
disposition of shares of the Company’s common stock at a price to be paid below the
market price, the Exercise Price shall be adjusted in accordance with the following
formula and any fraction less than one (1) yen resulting from such adjustment shall be
rounded up to the nearest yen; provided, however, the Exercise Price shall not be
adjusted, in case of exercise of stock acquisition rights, assignment of the shares of
Company’s common stock purchased from the market by the Company in accordance
with the resolution of the 95th Annual General Meeting of Shareholders, to the holders
of the Stock Options granted pursuant to the resolution of the meeting of shareholders
described above and of conversion of the convertible bonds previously issued.

Number of Paid-in Value
Number of i
Previously Issued Shares + Newly Issued Shares Per Share
Adjusted _ Exercise Price y Market Price
Exercise Price  before Adjustment Number of + Number of
Previously Issued Shares Newly Issued Shares

©)

(6)

(7)

In the formula above, the Number of Previously Issued Shares shall mean the number
of shares of Company’s common stock issued and outstanding less the number of
shares of Company’s common stock held by the Company. In case of disposition of
the shares of Company’s common stock held by the Company, the Number of Newly
Issued Shares shall be read as the Number of the Shares to be Disposed.

Furthermore, in case of split or consolidation of shares, the Exercise Price shall be
adjusted proportionately in accordance with the ratio of the split or consolidation, and
any fraction less than one (1) yen resulting from such adjustment shall be rounded up
to the nearest yen.

Exercise Period of Stock Acquisition Rights:
From July 1, 2004 to June 30, 2009.

Other Conditions for Exercise of Stock Acquisition Rights:
Each Stock Acquisition Right may be partly exercised only if the number of shares
issued or transferred upon exercise of the Stock Acquisition Rights is an integral
multiple of the number of shares constituting one (1) unit.

Events and Conditions for Cancellation of Stock Acquisition Rights:
The Company may, at any time, cancel the Stock Acquisition Rights without any

compensation when the Company has acquired the unexercised Stock Acquisition
Rights.

&




(8)

Restriction of Assignment of Stock Acquisition Rights:

Approval of the board of directors of the Company shall be required for assignment of
the Stock Acquisition Rights.

Summary of Allotment of Stock Acquisition Rights

Upon allotment of the Stock Acquisition Rights, the Agreement Concerning Allotment
of the Stock Acquisition Rights according to the summary below consisting of the
conditions which the board of directors of the Company deems reasonable to the extent
of the purpose of the issuance of the Stock Acquisition Rights shall be executed
between the Company and the person to whom the Stock Acquisition Rights will be
allotted.

(Summary of Agreement Concerning Allotment of Stock Acquisition Rights)

(1)
@)

()

No assignment, creation of a pledge or any other disposition of the Stock Acquisition
Rights shall be admitted.

Any person to whom a Stock Acquisition Right is allotted may exercise such Stock
Acquisition Right after he/she ceases to be a director or an employee of the Company
or its affiliates, and when such person passes away, the heirs of such person may
exercise the Stock Acquisition Rights; provided, however, in each case above, that a
holder of the Stock Acquisition Rights and his/her heirs do so pursuant to the
conditions prescribed in the Agreement Concerning Allotment of Stock Acquisition
Rights.

In addition to the summary above, the Agreement Concerning Allotment of the Stock
Acquisition Rights shall provide for the restrictions of exercise of Stock Acquisition
Rights and other terms and conditions.

*Upon shareholders’ approval of the resolution above at the 96th Annual General Meeting of
Shareholders to be held on June 27, 2002, the details of issuance and allotment of the Stock
Acquisition Rights shall be determined by a resolution of the board of directors of the Company to
be held after such meeting of shareholders. '

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone; +81-
Fax: +81-3-3660-7044

3-3660-7043
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Kao Corporatio@

Notice Regarding Purchase of The Company's Stock
from The Market

March 15, 2002

Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law

Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock’!, it has purchased the company's stock from the market, as

follows:

1) Period during which purchases were made: From February 22, 2002
to March 15, 2002

2) Number of purchased shares: 4,870,000 shares

3) Total purchase cost of shares: 12,621,060,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1> Information regarding authorization granted at the meeting of the Board of
Directors held on February 21, 2002:

-Kind of shares to be purchased: Common shares
“Total number of shares to be purchased:  Up to 10,000,000 shares
‘Total purchase cost of shares: Up to 28,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares

3) Total number of purchased shares after June 29, 1999, the date when the new
article providing for the redemption of shares by purchase was added to the
Articles of Incorporation:

39,870,000 shares

*I As of October 1, 2001, the Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock (the “Rules”) is no longer in effect.

However, in accordance with the Additional Rules to the Commercial Code (revised as
of October 1, 2001), any company that is authorized by its Articles of Incorporation
to rely on Article 3 of the Rules to purchase its stock will be permitted toso purchase
its stock until the time of the completion of the next annual general meeting of

shareholders.
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Kao Corporation{@

Notice Regarding Purchase of The Company's Stock
(Purchase of the Company's Stock Provided for in the Provisions of Article 3 of the
Law Concerning Special Rules of the Commercial Code with Respect to the
Procedure for Redemption of Stock™)

February 21, 2002
Kao Corporation announced that, at the meeting of the Board of Directors held on
this date, the Company has decided to purchase its own stock as follows:

1) Kind of shares to be purchased: Common shares
2) Total number of shares to be purchased: Up to 10,000,000 shares
3) Total purchase cost of shares: Up to 28,000,000,000 yen

The stock to be purchased pursuant to this resolution will be held by the Company
and in case of disposal or redemption, such shall be resolved at a meeting of the
Board of Directors.

Reference:

1) Total number of shares redeemable by purchase as provided for in the Articles of
Incorporation: 62,000,000 shares

2) Total Number of shares purchased after June 29, 1999, the date when the new
article providing for the redemption of stock by purchase was added to the

Articles of Incorporation: 35,000,000 shares
3) Total number of issued shares: 599,424,201 shares
(as of January 31, 2002)
4) Amount of capital: 85,411,259,416 yen

(as of January 31, 2002)

*I 45 of October 1, 2001, the Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock (the “Rules”) is no longer in effect.
However, in accordance with the Additional Rules to the Commercial Code (revised as
of October 1, 2001), any company that is authorized by its Articles of Incorporation
to rely on Article 3 of the Rules to purchase its stock will be permitted toso purchase
its stock until the time of the next annua! general meeting of shareholders.
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Notice Regarding Purchase of The Company's Stock
from the Market

November 9, 2001

Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law
Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock’’, it has purchased the company's stock from the market for
the purpose of redemption of stock out of profits, as follows:

1) Period during which purchases were made: From October 23, 2001
to November 8, 2001

2) Number of purchased shares: 3,594,000 shares

3) Total purchase cost of shares: 10,449,395,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of
Directors held on June 28, 2001:

-Kind of shares to be purchased: Common par value shares
‘Total number of shares to be purchased: Up to 15,000,000 shares
‘Total purchase cost of shares: Up to 50,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares

3) Total number of purchased shares and total of purchase cost of shares after
June 29, 1999, the date when the new article providing for the redemption of
shares by purchase was added to the Articles of Incorporation:

- 35,000,000 shares
102,276,565,000 yen

4) By the purchases effected on the market on November 8, 2001, Kao has
finished the purchases pursuant to the decision made at the meeting of the
Board of Directors held on June 28, 2001, pursuant to the provisions of Article 3
of the Law Concerning Special Rules of the Commercial Code with Respect to
the Procedure for Redemption of Stock.

“! As of October 1, 2001, the Law Concerning Special Rules of the Commercial Code with
Respect to the Procedure for Redemption of Stock (the “Rules”) is no longer in effect.
However, in accordance with the Additional Rules to the Commercial Code (revised as
of October 1, 2001), any company that is authorized by its Articles of Incorporation
to rely on Article 3 of the Rules to purchase its stock will be permitted toso purchase
its stock until the time of the next annual general meeting of shareholders.
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Kao Corporation
News Release October 22, 2001
Kao Corporation Reports Business Results
Tokyo, October 22, 2001 - Kao Corporation today announced its consolidated and
nonconsolidated business results for the six months ended September 30, 2001. The data

contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

1. CONSOLIDATED BASIS

Consolidated Financial Highlights (Unaudited)
Millions of

Billions of Yen U.S. Dollars
SIX MONTHS ENDED SEPTEMBER 30 2001 2000 % change 2001
Net sales 421.5 411.6 2.4 3,530.5
Operating income 57.3 54.8 4.5 480.3
Ordinary income 57.6 574 03 482.5
Net income 314 31.6 (0.8) 263.0
Total assets 769.4 756.3 1.7 6,444.0
Total shareholders' equity 456.0 450.0 1.3 3,8194
Yen U.S. Dollars
Per share:
Net income 51.78 51.25 1.0 0.43
Cash dividends 13.00 12.00 8.3 0.1
%
SIX MONTHS ENDED SEPTEMBER 30 2001 2000
Operating margin 13.6 13.3

Consolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 840.0 billion yen
(USS$7,035.2 million) in net sales, 109.0 billion yen (US$§912.9 million) in ordinary
income and 60.0 billion yen (USS$502.5 million) in net income. Net income per share is
expected to be 99.91 yen (USS0.84).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen

October 22, 2001

SALES OPERATING INCOME
SIX MONTHS ENDED 2001 2000 % change 2001 2000 Iner/(Der)
SEPTEMBER 30 Like-for-like
Consumer Products 3144 3054 3.0 1.8 44.5 448 (0.3)
Cosmetics (Sofina) 37.3 36.0 3.7 3.6 2.8 1.1 1.7
Chemical Products 81.7 g4.2 (3.0 (5.2) 9.8 8.9 0.9
Corporate/Eliminations (12.0) (14.0) - - 0.1 0.0 0.1
Millions of U.S. Dollars
SALES OPERATING INCOME
SIX MONTHS ENDED 2001 2000 % change 2001 2000 incr/(Der)
SEPTEMBER 30 Like-for-like
Consumer Products 2,634.0 2,558.5 3.0 1.8 3727  376.0 (3.2)
Cosmetics (Sofina) 312.9 301.9 3.7 3.6 23.7 9.3 14.5
Chemical Products 684.3 705.6 (3.0 (5.2) 82.6 74.8 7.8
Corporate/Eliminations (100.7) (118.0) - - 1.1 ©.3) 1.4

Notes: Like-for-like growth rates exclude the currency effect on overseas sales related to translation of local

currencies to the Japanese yen.

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen

SALES OPERATING INCOME
SIX MONTHS ENDED 2001 2000 % change 2001 2000 Iner/(Der)
SEPTEMBER 30 Like-for-like
Japan 3279 3304 (0.8) (0.8) 49.5 49.1 0.3
Asia and Oceania 46.0 416 104 7.9 4.6 34 1.1
Europe and Americas 60.3 51.2 17.6 7.7 33 2.5 0.8
Corporate/Eliminations (12.7) (11.7) - - (0.2) (0.2) 0.0
Millions of U.S. Dollars
SALES OPERATING INCOME
SIX MONTHS ENDED 2001 2000 % change 2001 2000 Incr/(Der)
SEPTEMBER 30 Like-for-like
Japan 2,7462 27677 (0.8) (0.8) 4149 4118 3.1
Asia and Oceania 385.7 3492 104 7.9 38.7 29.1 9.6
Europe and Americas 505.1 429.5 17.6 7.7 284 21.1 7.3
Corporate/Eliminations (106.4) (98.5) - - 1.7 (2.2) 0.5
Notes:

1. The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
September 28, 2001, of yen 119.40=US$1, solely for convenience.

>
to the Japanese yen.

2. Like-for-like growth rates exclude the currency effect on overseas sales related to translation of local currencies
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars

SIX MONTHS ENDED SEPTEMBER 30 2001 2000 % change 2001
Net sales 3304 3329 0.8) 2,767.6
Operating income 47.6 468 1.6 398.9
Ordinary income 50.3 48.6 35 421.3
Net income 28.8 27.4 5.2 241.4
Total assets 684.3 690.8 (0.9) 5,731.9
Total shareholders' equity 466.3 476.5 (2.1 3,905.6
Yen U.S. Dollars

Per share:
Net income 47.40 4421 7.2 0.40
Cash dividends 13.00 12.00 8.3 0.11

Notes: The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
September 28, 2001, of yen 119.40=USS 1, solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 655.0 billion yen
(USS$5,485.8 million) in net sales, 96.0 billion yen (US$804.0 million) in ordinary

income and 55.0 billion yen (US$460.6 million) in net income.

Please note that consolidated and nonconsolidated forecast data is estimated at the time

of release and is subject to future review.

For further information, please contact:
Kazuyoshi Aoki

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-7103

e-mail: ir@kao.co.jp
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1. MANAGEMENT POLICIES
| Basic M t Polici

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Qur aim is to achieve profitable growth in
spite of the intensifying domestic and global competition, and to continuously increase

corporate value that will place Kao among the ranks of the world's leading companies.

The Company has adopted EVA® (Economic Value Added)* as its primary
management measure. We are convinced that long-term, sustainable growth of EVA is
closely connected to growth in corporate value, which benefits not only shareholders

but also all other stakeholders in the long view.
Rasic Policies Reeardine Distributi FProfi

In its dividends to shareholders, Kao seeks to increase per-share profit to achieve
continuous increase in per-share dividends of approximately 30% of nonconsolidated
net income. In its use of free cash flow, the Company strives to increase future corporate
value primarily through investment in existing core businesses for further expansion and
new business development, and M&A activity, and by undertaking measures, including
a share repurchase, with a long-range point of view and investment efficiency

uppermost in mind.

Positioning the businesses of consumer products, cosmetics and chemical products as
our core businesses, we strive for business growth with a focus on the research and
development of products of excellent value and outstanding performance to meet
consumers’ real needs. And as we work to expand these core business platforms, we

also make efforts to develop lines of businesses in new fields such as health care.

* EVA is a registered trademark of Stern Stewart & Co.
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Overseas, Kao is expanding operations in the Asian region, which is a growth market,
while increasing business activity in the North American market. To achieve these goals,
we are positively considering further M&A activity and entering into strategic business

alliances.

This approach has been adopted to compensate for slowing growth in maturing
Japanese markets. At the same time, the Company will make consistent efforts to save

costs and raise management efficiency, thus achieving sustained EVA growth.

To strengthen corporate governance and realize high levels of faimess and transparency
in management, the Company has established an Advisory Committee made up of two
external advisors, two senior advisors, the president and a senior managing director. In
addition, to promote speedy decision-making and execution, we have taken measures to
promote delegation of authority and to enhance the effectiveness of the Board of

Directors. We plan to take further steps for reform of the Board.

Furthermore, Kao revised its compensation system for Board members to further align
their interests with those of shareholders and facilitate an increase in corporate value.
Specifically, this includes the introduction of a stock option plan for directors,
expansion of the performance-linked portion of compensation, and cessation of future
provision of allowance for directors' retirement. In addition, we also revised the
statutory auditors' compensation system, which discontinues bonuses, while increasing

the number of external statutory auditors in order to enhance auditing.

The operating environment has become more severe with drastic changes. In this
environment, based on our principles as a manufacturer that concentrates on the true
satisfaction of consumers as well as the development of products of excellent value and
outstanding performance, we will focus our management resources on developing and

nurturing strong brands through the understanding of consumers' real needs and wants.
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By doing so, we will aim for continuous profitable growth. The following operating
initiatives are undertaken: increasing market share of core brands; development of
products that create new market segments; development and nurture of new businesses;

and reinforcement of overseas businesses.

2. CONSOLIDATED BUSINESS RESULTS

LS “the Interim Period Business Resul

The operating environment was adversely affected by an economic slowdown on a
global scale, which included an extended period of sluggishness in the U.S. economy
and economic deceleration in Europe and Asia. Also in Japan, the economic outlook has
become unclear, as the economy faced a period of adjustment in a deep recession. Weak
consumer spending continued, and the consumer products and cosmetics markets

contracted continually in yen terms.

In this environment, Kao Corporation’s consolidated net sales for the six-month interim
period ended September 30, 2001 rose by over 9.8 billion yen to 421.5 billion yen, a
2.4% increase from the same period of the previous fiscal year. Excluding a positive
currency translation effect of 5.4 billion yen on overseas sales due to the weakening yen,
the growth rate would have risen 1.1% year-on-year. A sharp drop in demand for
chemical products contributed to a 0.8% dip in domestic sales. The personal care
products business in North America and Europe led to overseas sales rising 14.1% from

the same period of the previous year.

Operating income increased 4.5% year-on-year to 57.3 billion yen, as profit from
domestic operations increased slightly, and a large gain was posted in profits in
chemical products overseas. In addition, the personal care products business in North
America and Europe contributed to an increase in consolidated operating income.
Equity in earnings of affiliates changed into losses for the interim period under review.
This, coupled with a drop in other non-operating income, led ordinary income to a slight
0.3% increase from the same period in the previous fiscal year. Net income for the

interim period dropped 0.8% to 31.4 billion yen.
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The Company continued its efforts to raise capital efficiency by such measures as a
share repurchase, and at the end of the interim period under review, its total assets
decreased by 14.3 billion yen from the end of the previous fiscal year. A large increase
in EVA was made in the previous fiscal year, and we saw a further but slight increase in

EVA in the interim period.

As initially planned, the interim cash dividend will be 13.00 yen per share, increased

from 12.00 yen per share for the interim cash dividend of the previous fiscal year.
Summary of Results by Business Segment
(1) Consumer Products Business

Net sales of consumer products increaéed 3.0% from the previous interim period to
314.4 billion yen. The sluggish market in Japan led to a 0.3% fall in sales there, but a
18.4% sales growth was posted overseas. Excluding the positive currency translation
effect, overseas sales growth in real terms was 11.9%. Operating income in Japan and
overseas remained almost flat from the same period of the previous fiscal year, totaling

a slight decrease of 0.9% to 44.5 billion yen.
1) Japan

Demand continued to fall in the consumer products market in Japan. And although the
downward pressure in prices is somewhat weaker compared to last year, the average
level of prices was approximately 3.0% lower than the same period of the previous
fiscal year. We saw that the market shrunk approximately 1.0% in yen terms, including
a slight growth in volume. In this environment, sales of consumer products fell 0.3%
from the same period of the previous fiscal year, even with a contribution from Healthy

Econa Cooking Oil, which posted a solid sales growth.
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Sales composition of consumer products

Billions of yen

SIX MONTHS ENDED SEPTEMBER 30 2001 2000 % change
Personal care products 87.2 88.7 (1.8%)
Laundry and cleaning products 123.0 126.0 (2.4%)
Hygiene and others 41.1 374 9.9%
Total 251.3 252.2 (0.3%)

In personal care products, although sluggish demand and price competition adversely
affected sales, which declined 1.8% year-on-year, the Company endeavored to improve
the operating margin through such activity as efficient marketing spending on selected
brands and SKU rationalization. In hair color products, healthy sales growth for Blauné
Aroma Hair Color for gray hair and Lavenus Color Appeal for fashionable hair coloring
contributed to an increase in market share in the category. The formula of Merit, the
leading shampoo and conditioner brand, has been dramatically renewed. Sales of gift
products such as soaps were adversely affected by a contraction of the market. Also, the

market share of body cleansers and men’s cosmetics declined slightly.

Principal new products:

Bioré Pore Cleansing Powder-in Lotion (facial cleanser)
Improved Merit shampoo and conditioner

Liese Hairstyling Foam for Permed Hair

Liese Hairstyling Foam for Dry Hair

Blauné Aroma Hair Color with Easy Comb

Net sales in laundry and cleaningﬁ products fell 2.4% year-on-year. In spring 2001, the
Company made a thorough improvement of the laundry detergent Attack, originally
launched in 1987. The improvement includes a faster dissolution and better stain
removal. As a result, Attack posted a steady sales growth. The Company's market share
of dishwashing detergents and bathroom cleaner improved. In addition, the launch of a

new mold remover significantly contributed to sales growth. On the other hand, sales of
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fabric softeners and laundry detergent for gifts declined year-on-year. A drop was
recorded in exports of household cleaning mop kits and sheets, while royalty income

related to these products increased.

Principal new products:

Improved Attack — micro particles (laundry detergent)
Family Power Gel (dishwashing detergent)

Kitchen Wonder Drain Slime Remover

Haiter Mold Remover Strong

Refre Plug-in type (air freshener)

The sales of hygiene and other products category decreased year-on-year. Although
sales volume increased, prices continued to fall for such hygiene products as sanitary
napkins and disposable baby diapers. Solid sales growth was posted in adult

incontinence products despite a slowdown in growth in this market.

The Healthy Econa Cooking Oil series continued to perform well. Healthy Econa
Dressings and Healthy Econa Cooking Oil — For Lower Cholesterol, launched in the
second half of the previous fiscal year, made their first full contribution to sales in the
interim period under review. Solid sales were also recorded for the Healthy Econa
series for gifts. Combined with cooking oils and frying oils already marketed, net sales
of food products grew 68.0% from the same period of the previous fiscal year, which

was in line with our initial target for the current fiscal year.

Principal new products:

Laurier Super Guard in underwear style (sanitary napkin)
Relief Nursing Care products
Healthy Econa Dressings

Healthy Econa Cooking Oil - For Lower Cholesterol
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2) Asia and Oceania

Net sales of consumer products in Asia and Oceania rose 16.7%, while the growth rate
in real terms without the positive currency translation effect was 15.1%. Excluding the
effect of the consolidation of P.T. Kao Indonesia, whose results were accounted for
using the equity method in the previous fiscal year, the consumer products business in

Asia and Oceania posted a slight 0.9% decrease.

A recession of the economy and a fall in prices in Taiwan led to a year-on-year decline
there. In China, growth of skin care products contributed to an increase in overall sales
there. Sales in Thailand increased slightly under the severe price competition. At the
same time, healthy sales growth was achieved in Indonesia. The drop in operating

income in Taiwan and China led to a decline in operating income in the region.
3) North America and Europe

Net sales of personal care products in North America and Europe grew 19.7 %, while
the growth rate in real terms without the positive currency translation effect was 9.4%.
_In the United States, sales of ban, which was acquired in the previous fiscal year,
contributed to the growth. In addition, sales of existing category products also grew at
The Andrew Jergens Compnany. After the introduction in May, a very strong sales trend
was recorded for Jergens Naturally Smooth Shave Minimizing Moisturizer — the first
daily moisturizer designed to help women shave less often while it moisturizes. In
Europe, Goldwell GmbH, which markets hair care products for beauty salons
internationally, increased its sales in line with the initial plan. However, sales at Guhl
Tkebana GmbH, which markets premium hair care products, were slightly below the
level for the same period of the previous fiscal year. Andrew Jergens recorded healthy

growth in operating income, and Goldwell also improved its operating margin.
(2) Cosmetics Business (Sofina)

Net sales of cosmetics (Sofina) grew at a healthy rate of 3.7%, amounting to 37.3 billion

yen. This growth was led by solid performance of es?, which was launched in October
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2000 and is sold exclAusively through beauty counseling at department stores, AUBE
color makeup products such as lipsticks and mascara, and new additions to the Raycious
foundation series, which have been very well received. Measures to improve
profitability in this business, including further cost reduction and efficiency
enhancement activities, were implemented. As a result, operating income increased by

1.7 billion yen, and the operating margin was improved as well.

Principal new products:

Raycious Stick Make-Up (foundation) .
Grace Sofina foundation

est The Whitening (skin whitening product)
(3) Chemical Products Business

Net sales of chemical products decreased 3.0% to 81.7 billion yen, while declining 5.2%
in real terms without the positive currency translation effect. In Japan, Kao sells
chemical products to a wide range of industrial customers. During the interim period
under review, demand from the majority of industries declined. As a result, net sales to
external customers dropped by over 7.0%. Overseas, led by healthy performance of
copier and printer toner and related products in Spain and fatty amines in Germany,
sales of chemical products to external customers grew by 8.7% from the same period of

the previous fiscal year.
Operating income increased 10.5% year-on-year to 9.8 billion yen. The fatty alcohol

business in Asia contributed to an increase in operating income, partially offset by the

poor performance in the domestic operations.
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Financial Condition

Summarized Consolidated Cash Flows (Unaudited)

Millions of
Billions of Yen U.S. Dollars
SIX MONTHS ENDED SEPTEMBER 30 2001 2000 Incr./(Dcr.) 2001
Operating activities 68.7 55.0 13.7 575.8
Investing activities 17.5) (52.7) 35.1 (147.1)
Financing activities (52.3) (30.7) (21.6) (438.3)
Translation adjustments 0.9 2.0 (1.1) 7.7
Net increase (0.2) (26.4) 26.1 (1.9)
Cash and cash equivalents 154.1 121.6 32,5 1,291.4
Total debt 59.4 72.0 (12.6) 497.7

Net cash provided by operating activities during the interim period ended September 30
increased 13.7 billion yen from the same period of the previous fiscal year, to 68.7
billion yen. Income before income taxes and depreciation and amortization expenses
remained at the same level of the previous term. A reduction in accounts receivables and

inventories contributed to a decrease in working capital.

Net cash used in investment activities amounted to 17.5 billion yen, as the capital
spending in plant and equipment increased from the previous term to 27.2 billion yen,
offset by a decrease in short-term investments in the net amount of 11.5 billion yen.
Principal capital spending during the period included the production facilities for
laundry detergent, cooking oil and copier and printer toner and related products in Japan.
The Company also invested in the production facilities for chemical products in Asia

and Europe.

Net cash used in financing activities amounted to 52.3 billion yen. The Company
continued debt repayments and redemption of corporate bonds. Kao also executed a
share redemption totaling approximately 11 million shares of common stock valued at
33.6 billion yen.

As a result of these activities, together with the effect of the newly consolidated
subsidiaries amounting to 0.9 billion yen, cash and cash equivalents at the end of the

interim period increased by 0.7 billion yen from the balance of March 31, 2001, to

12



Kao Corporation
News Release October 22, 2001

154.1 billion yen. The balance of total debt decreased by 9.9 billion yen from the

balance at the end of the previous fiscal year, to 59.4 billion yen.
F : Fiscal Year Endine March 31. 2002

The terrorist attacks in the United States were an added blow to a world economy that
already was decelerating. At the same time, concern i1s growing that the Japanese
economy will decline further, and more observers project that recovery in the U.S. will
be delayed. Under these economic conditions, we have to expect that the market
situation will be even more severe in the second half of the current fiscal year. The
Company anticipates a further dampening of demand in Japan, greater than initially

projected, particularly in the chemical products business.

Kao projects that consolidated net sales for the current fiscal year will rise 2.2% to
840.0 billion yen. We foresee that the domestic market for consumer products will
remain sluggish, and therefore, we expect that domestic sales in this business will drop
slightly. On the other hand, we expect 16.0% sales growth, including a positive currency
translation effect, in the consumer products business overseas, particularly in North
America and Europe. As a result, the Company is projecting 2.7% growth overall in the
consumer products segment. In its cosmetics (Sofina) segment, Kao is expecting sales to
remain flat year-on-year in the second half of the term, which would lead overall annual
sales to increase slightly. In the chemical products business, the Company expects a
decline in domestic sales to be partially offset by growth overseas, resulting in a slight

decline in overall sales.

Kao anticipates falling prices to adversely affect domestic sales of consumer products, a
decline in sales of chemical products, and an increase in amortization of asset losses for
the current fiscal year of the domestic pension plan to be negative factors for operating
income. However, the Company will endeavor to overcome these adverse conditions by
continuation of its Total Cost Reduction (TCR) activities to reduce operating costs and
such efforts as raising efficiency in the use of marketing spending. We therefore project
that these efforts combined with earnings growth overseas will result in operating

income increasing 2.7% from the previous fiscal year to 110.0 billion yen. Nevertheless,
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the Company anticipates that negative factors in non-operating items such as an absence
of foreign exchange gains like those recorded in the previous fiscal year and worsening
equity in earnings of affiliates will result in a 2.6% year-on-year drop in ordinary
income to 109.0 billion yen. At the same time, Kao anticipates a reduction in

extraordinary losses will result in net income growing 1.0% to 60.0 billion yen.

The Company plans to continue a share repurchase, up to an annual total of 15 million
shares. We project this will result in an increase in net income per share from 96.69 yen
to 99.91 yen, a growth rate of 3.3%. Following significant EVA improvement in the
previous fiscal year, we will endeavor not only to increase earnings but also to reduce

capital charges for further improvement in EVA.

In line with the anticipated improvement in financial performance for the fiscal year
ending March 31, 2002, Kao plans to increase the total cash dividends applicable to the
year by 2.00 yen per share to 26.00 yen per share as previously announced, including
the interim cash dividend of 13.00 yen per share. However, this is subject to the level of

net income for the fiscal year.

Please note that this forecast was estimated at the time of release and is subject to future

review. -
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Notice Regarding Purchase of The Company's Stock
from the Market

September 21, 2001
Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law

Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock, it has purchased the company's stock from the market for the

purpose of redemption of stock out of profits, as follows:

1) Period during which purchases were made: From August 24, 2001

to September 20, 2001

2) Number of purchased shares: 5,661,000 shares

3) Total purchase cost of shares: 16,535,735,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of

2

3)

Directors held on June 28, 2001:

-Kind of shares to be purchased: Common par value shares
-‘Total number of shares to be purchased: Up to 15,000,000 shares
‘Total purchase cost of shares: Up to 50,000,000,000 yen

Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares

Total number of shares purchased after June 29, 1999, the date when the new
article providing for the redemption of shares by purchase was added to the
Articles of Incorporation: 31,406,000 shares
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Notice Regarding Purchase of The Company's Stock
from the Market

August 23, 2001

Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law
Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stock, it has purchased the company's stock from the market for the
purpose of redemption of stock out of profits, as follows:

1) Period during which purchases were made: From July 27, 2001
to August 22, 2001

2) Number of purchased shares: 3,615,000 shares

3) Total purchase cost of shares: 10,631,860,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of
Directors held on June 28, 2001:
-Kind of shares to be purchased: Common par value shares
-‘Total number of shares to be purchased: Up to 15,000,000 shares
‘Total purchase cost of shares: Up to 50,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares
3) Total number of shares purchased after June 29, 1999, the date when the new
article providing for the redemption of shares by purchase was added to the
Articles of Incorporation: 25,745,000 shares
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Notice Regarding Purchase of The Company's Stock
from the Market

_ July 26, 2001

Kao Corporation announced that, pursuant tothe provisions of Article 3 of the Law
Concerning Special Rules of the Commercial Code with Respect to the Procedure for
Redemption of Stoék, it has purchased the company's stock from the market for the
purpose of redemption of stock out of profits, as follows:

1) Period during which purchases were made: From July 3, 2001
to July 25, 2001

2) Number of purchased shares: 2,130,000 shares

3) Total purchase cost of shares: 6,515,420,000 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the meeting of the Board of
Directors held on June 28, 2001:
-Kind of shares to be purchased: Common par value shares
‘Total number of shares to be purchased: Up to 15,000,000 shares
‘Total purchase cost of shares: Up to 50,000,000,000 yen
2) Total number of shares redeemable by purchase as provided for in the Articles
of Incorporation: 62,000,000 shares
3)  Total number of shares purchased after June 29, 1999, the date when the new
article providing for the redemption of shares by purchase was added to the
Articles of Incorporation: 22,130,000 shares
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Notice Regarding Purchase of The Company's Stock
from the Market

July 2, 2001

Kao Corporation announced that, pursuant toArticle 210-2 of the Commercial Code,
it has purchased the company's stocks from the market for the purpose of allotting
them to its directors, as follows:

1) Date of purchase: June 29, 2001

2) Number of purchased shares: 168,000 shares

3) Total purchase cost of shares: 522,608,438 yen

4) Method of purchase: Purchased at Tokyo Stock Exchange
Reference:

1) Information regarding authorization granted at the 95" Annual General Meeting
of Shareholders held on June 28, 2001:

-Kind of shares to be purchased: Common par value shares
‘Total number of shares to be purchased: Up to 168,000 shares
“Total purchase cost of shares: Up to 1,000,000,000 yen

2) By the purchase effected on the market on June 29, 2001, Kao has finished the
purchase pursuant to the decision made at the 95" Annual General Meeting of
Shareholders held on June 28, 2001, pursuant to Article 210-2 of the Commercial
Code.
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Notice Regarding Purchase of The Company's Stock
(Redemption of Stock out of Profits Provided for in the provisions of Article 3 of the

Law Concerning Special Rules of the Commercial Code with Respect to the
Procedure for Redemption of Stock)

June 28, 2001
Kao Corporation announced that, at the meeting of the Board of Directors held on
this date, the Company has decided to purchase its own stock as follows:

1) Kind of shares to be purchased: Common par value shares
2) Total number of shares to be purchased: Up to 15,000,000 shares
3) Total purchase cost of shares: Up to 50,000,000,000 yen
Reference:

1) Total number of shares redeemable by purchase as provided for in the Articles of
Incorporation: 62,000,000 shares

2) Total Number of shares purchased after June 29, 1999, the date when the new
article providing for the redemption of stock by purchase was added to the

Articles of Incorporation: 20,000,000 shares
3) Total number of issued shares: 610,826,451 shares
(as of May 31, 2001)
4) Amount of capital: 85,408,758,166 yen

(as of May 31, 2001)
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Clarification of May 12, 2001 News Report

The May 12, 2001 morning edition of the Nihon Keizai Shimbun ran an
article that included comments from the president of Kao Corporation
regarding purchase of an American company. The article was based on an
interview about Kao's global strategy and general interest in overseas
investment. There were no comments made about any particular case.

Specific purchase transactions of significance, if any, will be announced by
the Company according to the Japanese Security Exchange Laws and
Regulations in a timely fashion as appropriate.

Media inquiries should be directed to:
Public Relations Department

Kao Corporation

Phone: 03-3660-7043

Fax: 03-3660-7044

(From abroad)
Phone: +81-3-3660-7043
Fax: +81-3-3660-7044

£% top

http://www. kao. co. jp/e/corp_e/pressreleases/2001/n20010514_01. html
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Kao Corporation Reports Business Results

Tokyo, April 23, 2001 - Kao Corporation today announced its consolidated and
nonconsolidated business results for the fiscal year ended March 31, 2001. The data
contained below is taken from the financial summary submitted by the Company to the
Tokyo Stock Exchange.

1. CONSOLIDATED BASIS

Consolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars
YEAR ENDED MARCH 3! 2001 2000 % change 2001
Net sales 821.6 846.9 (3.0) 6,631.4
Operating income 107.0 99.1 8.0 864.4
Ordinary income 111.8 98.0 14.1 902.9
Net income 594 52.1 14.0 479.6
Total assets 783.7 750.0 4.5 6,325.7
Total shareholders’ equity 462.9 474.9 (2.5) 3,736.8
Yen U.S. Dollars
Per share:
Net income 96.69 83.45 15.9 0.78
Cash dividends 24.00 20.00 20.0 0.19
%
YEAR ENDED MARCH 31 2001 2000
Operating margin 13.0 1.7
Net income to total
shareholders' equity (ROE) 12.7 1.3

Consolidated Financial Highlights on a Like-for-like Basis (Unaudited)
Millions of

Billions of Yen U.S. Dollars
YEAR ENDED MARCH 31 2001 2000 % change 2001
Net sales 851.8 846.9 0.6 6,874.6
Operating income 107.9 99.1 8.9 871.5

Notes: Like-for-like basis excludes both the effect of the new consolidation of the domestic consumer products sales
company and the currency effect on averseas sales related to translation of local currencies to the Japanese yen.

Consolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 860.0 billion yen
(USS6,941.1 million) in net sales, 108.0 billion yen (US$871.7 million) in ordinary
income and 62.0 billion yen (US$500.4 million) in net income. Net income per share is
expected to be 101.78 yen (USS$0.82).
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Consolidated Segment Information by Industry (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Incr/(Der)
MARCH 31 Like-for-like
Consumer Products 607.8 6324 (3.9 (0.3) 86.1 82.1 4.0
Cosmetics (Sofina) 72.5 70.8 2.4 24 2.8 2.1 0.7
Chemical Products 167.8 1724  (2.6) 1.8 17.7 14.7 3.0
Corporate/Eliminations (26.6) 287 - - 0.4 0.1 0.3

- Millions of U.S. Dollars

_ SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Incr/(Der)
MARCH 31 Like-for-like
Consumer Products 49058 5,1043 (3.9) (0.3) 695.0 662.7 323
Cosmetics (Sofina) 585.8 572.1 2.4 24 22.8 17.7 5.1
Chemical Products 1,3551 1,391.5 (2.6) 1.8 143.0 118.9 24.1
Corporate/Eliminations (215.2) (2324) - - 3.6 1.2 2.4

Notes: Like-for-like growth rates exclude both the effect of the new consolidation of the domestic consumer products
sales company and the currency effect on overseas sales related 10 translation of local currencies to the Japanese
yen.

Consolidated Geographic Segment Information (Unaudited)

Billions of Yen

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Incr/(Der)
MARCH 31 Like-for-like '
Japan 655.4 6734 (2.7) 0.9) 943 91.7 2.6
Asia 84.1 86.1 (2.4 3.8 6.8 3.9 2.9
Europe and Americas 105.2 111.0  (5.2) 7.4 5.9 3.4 2.5
Corporate/Eliminations (23.2) (23.7) - - 0.0 0.1 0.1)

Millions of U.S. Dollars

SALES OPERATING INCOME
YEAR ENDED 2001 2000 % change 2001 2000 Iner/(Der)
MARCH 31 Like-tor-like
Japan 5,2903 54355 (2.7 (0.9) 7613 740.2 21.1
Asia 679.1 695.5 (2.4) 3.8 54.9 316 23.3
Europe and Americas 849.8 896.2  (5.2) 7.4 47.7 27.9 19.8
Corporate/Eliminations (187.8) (19L.7) - - 0.5 0.8 (0.3)

Notes:

1. The U.S. dollar amounis included herein represent translations using the approximate exchange rate on March 31.
2001, of yen 123.90=USS1. salely for convenience.

2. Like-for-like growth rates exclude both the effect of the new consolidation of the domestic consumer products
sales company and the currency effect on overseas related to translation of local currencies to the Japanese yen.
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2. NONCONSOLIDATED BASIS

Nonconsolidated Financial Highlights (Unaudited)

Millions of
Billions of Yen U.S. Dollars

YEAR ENDED MARCH 3! 2001 2000 % change 2001
Net sales 660.4 667.1 (1.0) 5,330.2
Operating income 923 91.0 1.4 745.1
Ordinary income 98.3 91.7 72 794.1
Net income 52.2 42.5 22.9 421.6
Total assets 707.3 676.1 4.6 5,709.0
Total shareholders' equity 480.7 464.4 3.5 3,880.3
Yen U.S. Dollars

Per share:
Net income 84.72 68.02 24.6 0.68
Cash dividends 24.00 20.00 20.0 0.19

Notes: The U.S. dollar amounts included herein represent translations using the approximate exchange rate on
March 31, 2001, of yen 123.90=USS$1, solely for convenience.

Nonconsolidated Forecast for the Fiscal Year Ending March 31, 2002

The forecast for the full fiscal year ending March 31, 2002, is 665.0 billion yen
(USS$5,367.2 million) in net sales, 97.0 billion yen (US$782.9 million) in ordinary

income and 55.0 billion yen (USS443.9 million) in net income.

Please note that consolidated and nonconsolidated forecast data is estimated at the time

of release and is subject to future review.

For further information, please contact:
Takashi Matsuzaka

Director, Investor Relations

Tel: 81-3-3660-7101

Fax: 81-3-3660-7103

e-mail: ir@mail kao.co.jp
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1. MANAGEMENT POLICIES

| Basic M oolic

The mission of Kao Corporation is to contribute to the wholehearted satisfaction and
enrichment of the lives of customers throughout the world by providing products of
excellent value and outstanding performance. Our aim is to achieve préﬁtable growth in
spite of the intensifying global competition, and to increase corporate value that will

place Kao among the ranks of the world's leading companies.

In the previous fiscal year the Company adopted EVA® (Economic Value Added)* as
its primary management measure. We are convinced that long-term, sustainable growth
of EVA is not only closely connected to growth in corporate value, it also serves to

increase the value of the company for shareholders and all other stakeholders as well.

ic Policies Revarding Distribution of Profit

In its dividends to shareholders, Kao seeks to achieve continuous increase in per-share
dividends of approximately 30% of nonconsolidated net income. In its use of free cash
flow, the Company seeks to increase future corporate value primarily through
investment in business development and M&A activity, and by undertaking measures,
including share redemption, with a long-range point of view and investment efficiency

uppermost in mind.

With consumer products, cosmetics and chemical products as our core businesses, we
strive for business growth on the basis of developing and marketing products of
excellent value and outstanding performance supported by our unique technologies. And
as we work to expand these platforms, we also make efforts to develop lines of

businesses in new fields such as health care.

* EVA is a registered trademark of Stern Stewart & Co.



Kao Corporation
News Release April 23, 2001

Overseas, Kao is expanding operations in the Asian region, which is a growth market,
while increasing business activity in the North American market. To achieve these goals
we are positively considering further M&A activity and entering into strategic business

alliances.

This approach has been adopted to compensate for slowing growth in maturing

Japanese markets. At the same time, the Company is continuing its cost savings

measures and efforts to raise management efficiency, thus achieving sustained EVA
growth.

To strengthen corporate governance and realize high levels of fairness and transparency
in management, the Company established an Advisory Committee made up of two
external advisors, two senior advisors, the president and a senior managing director. In
addition, to promote speedy decision-making and execution, we have taken measures to
promote delegation of authority and to enhance the effectiveness of the Board of

Directors. We plan to take further steps for reform of the Board.

Furthermore, Kao plans to review its compensation system for directors of the Board to
further align the interest of directors with that of shareholders and facilitate an increase
in corporate value. Specifically, this will include the introduction of a stock option plan
for directors, expansion of the performance-linked portion of compensation, and
cessation of future provision of allowance for directors' retirement. In addition, we will
also revise the statutory auditors’ compensation system, which will discontinue bonuses,
while increasing the number of external statutory auditors in order to improve the

auditing function.

5. Issues for Management

In the fiscal year under review, the operating environment in Japan remained severe,
particularly in the consumer products market as prices continued to fall and competition

intensified further. Despite this, the Company achieved earnings growth as a result of
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efforts to reduce costs and raise management efficiency. The consolidated operating
margin rose to 13.0%, and we are gradually narrowing the gap in profitability between

Kao and our global peer companies.

While assuming that the operating environment will continue to be difficult and that
competition will remain fierce, Kao will strive to raise corporate value over the long
term by priornitizing and effectively investing management resources according to our

strategies for mid- and long-term growth.
2. CONSOLIDATED BUSINESS RESULTS
L _Summary of Business Results

Affected by the slowdown in the U.S. economy, the Japanese economy was
characterized by signs of a worsening slump in the manufacturing sector. At the same
time, sluggish consumer spending and price deflation continued. In the household
products and personal care markets,. sales volume remained flat while prices continued

to drop.

Overseas, Asian economies became more challenging due to the slowdown in the U.S.
economy and the recent weak yen. The U.S. economy faced a period of adjustment after

a long period of growth, while the European economy experienced solid expansion.

Consolidated net sales for the fiscal year ended March 31, 2001 decreased by 25.2
billion yen to 821.6 billion yen, 3.0% down from the previous fiscal year. The negative
currency impact due to the strong yen on overall overseas sales was 18.2 billion yen. In
addition, there was a difference in accounting for sales in connection with the new
consolidation of a domestic consumer products sales company, resulting in an 11.9
billion yen drop in consolidated net sales. Excluding these two factors, consolidated net

sales increased 0.6% from the previous fiscal year.

Although domestic sales of consumer products declined due to falling prices, Kao

achieved eamnings growth. Operating income for the period grew 8.0% to 107.0 billion
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yen. At the parent company, cost reduction measures and decreased depreciation
expenses contributed to an increase in operating income, partially offset by a negative
impact from price decline and increased pension expenses. As a result, growth in
operating income slowed down. Including 0.5 billion yen of operating income from the
consolidation of the sales company, domestic operating income increased 2.9% to 94.3

billion yen.

Operating income from overseas operations rose 72.5% to 12.7 billion yen, as profits
grew in personal care products in North America and Europe and in chemical products

in Asia as well as in North America and Europe.

In addition to the increased operating income noted above, the favorable move in non-
operating income/expenses due to foreign exchange gains and the decrease in
extraordinary loss related to restructuring compensated for an extraordinary loss related
to retirement benefit. As a result, ordinary income rose 14.1% to 111.8 billion yen and

net income also climbed 14.0% to 59.4 billion yen.

Moreover, Kao's continuing focus on more effective utilization of assets and the effort
to hold down increases in capital charges, including share redemption, led to solid

growth in EVA.
Summary of Results by Business Segment
(1) Consumer Products Business

Consumer products sales decreased 3.9% to 607.8 billion yen. In Japan, domestic sales
_decreased 3.5% year-on-year in nominal terms, while decreased 1.2% from the previous
fiscal year in real terms, excluding the effect of the consolidation of the consumer
products sales company. Overseas, net sales in a local currency basis grew 3.5% over
the previous fiscal year, although the effect of the strong yen led to a decrease in overall
net sales. In terms of operating income, domestic and overseas operations achieved a
total earnings growth of 4.0 billion yen, amounting to 86.1 billion yen, an increase of
4.9%.
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1) Japan

In the consumer products market in Japan, prices continued to move downward,
particularly in the second half of the term, and demand in real terms slumped below the
level of the previous fiscal year. In this operating environment, sales of consumer
products, excluding the effect from the consolidation of the sales company, declined

1.2%. The following table shows the breakdown by category.

Summary of effect of consolidation of the sales company
Billions of yen

YEAR ENDED MARCH 31 2001 2000 % change
Excl. effect Like-for-like
Personal care products 170.5 174.7 175.2 (0.3%)
Laundry and cleaning products 249.0 254.9 262.1 (2.7%)
Hygiene and others 79.0 80.7 79.4 1.6%
Total 498.6 510.5 516.8 (1.2%)

In terms of operating income, a decrease in selling prices and an increase in marketing
expenses contributed negatively. Significant increase in pension expenses also
dampened profitability. Nevertheless, favorable natural oil raw material prices and the
Company’s cost reduction measures and raised operating efficiency, in addition to the

decrease in depreciation expenses, led to growth in operating income.

In personal care products in Japan, Kao activated the facial and body cleansers markets
by products with a mildly acidic formulation. The launch of new products such as Bioré
Facial Foam Moisture Cream-in and Bioré Body Care Foam Moisture Cream-in also
contributed to increased sales. In hair care products, the Company improved and
marketed Essential Damage Care shampoo/conditioner, which generated solid
consumer response. Despite this, an overall drop in market prices caused sales to drop
below the level of the previous fiscal year. At the same time, we expanded our share of
the hair color market by the addition of Blauné Aroma Hair Color launched during the

previous fiscal year, and sales increased as a result.
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Principal new products:

Bioré Facial Foam Moisture Cream-in (facial cleanser)
Bioré Body Care Foam Moisture Cream-in (body cleanser)
Liese Quick Hair Foam for Straight Hair (hairstyling product)

Lavenus Color Appeal (hair color / hair lightening product)

The laundry and cleaning products category in Japan faced intense competition. In this
environment, such new products as Humming 1/3 Anti-bacterial Plus fabric softener,
Quickle Wet-type Floor Care Sheets household cleaning sheets, and Family Pure Mild-
type dishwashing detergent, were brought to market during the term. Although steady
sales growth was posted for New Beads, a contraction of the gift market adversely
affected sales and contributed to the year-on-year sales decline in laundry detergent. At
the same time, exports of household cleaning mop kits and sheets, which are marketed
in North America and Europe by S.C. Johnson & Son Inc., decreased significantly due

to the transfer to license-based production overseas.

Principal new products:

Attack Sheet-type (laundry detergent)

Quickle Wet-type Floor Care Sheets (household cleaning sheets)
Humming 1/3 Anti-bacterial Plus (fabric éoﬁener)

Family Power Gel (dishwashing detergent)

Family Pure Mild-type (dishwashing detergent)

The hygiene and other products category had mixed results. The overall sanitary napkin
market shrank due to a decline in the relevant consumer population in Japan, upgrading
of product performance that led to less sheets being used, and falling prices. As a result,
sales declined from the previous fiscal year. Sales of the Company’s disposable baby
diapers, Merries tape-type and pants-type, declined despite improvements made in
product performance, as stiffening price competition and a sharp fall in prices made the
environment extremely difficult. On the other hand, there was a slight increase in sales
of adult incontinence products, which were spurred by the launch of Relief Odor-Free

Guard, which uses an original technology to eliminate odors.
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In addition, Healthy Econa Cooking Oil — For Prevention of Fat Deposits, a unique
product that helps prevent fat from accumulating in the body, continued to win
widespread support from consumers and contribute greatly to sales. With an eye toward
expanding the market for healthy cooking oils, Kao brought out the second product in
our Healthy Econa series, Healthy Econa Cooking Oil — For Lower Cholesterol, which
lowers the level of cholesterol in the blood and inhibits the accumulation of fat in the

body. The company also launched a series of Healthy Econa Dressings.

Principal new products:

Laurier Super Slim Guard (sanitary napkins)
Laurier Dry Cotton Sheet (panty liner)

Healthy Econa Cooking Oil — For Lower Cholesterol
Healthy Econa Dressings

2) Asia and Oceania

Influenced by the economic slowdown in the U.S., the outlock for the Asian economy
has become unclear. In the consumer products market, while growth in demand was
virtually stagnant, intense competition among global peer companies continued. In

addition, new entries into the market by global retailers led to fierce price competition.

In the consumer products business in Asia and Oceania, inventory adjustment at
distributors was completed in China. While sales before the currency translation effect

achieved a modest growth, sales in yen terms declined slightly.

The Company focused on core brands to strengthen brand power, and consequently,

operating income for Asia increased year-on-year in yen terms.

With an eye on trends in the ASEAN Free Trading Area (AFTA), we have established a
subsidiary in Thailand as a regional headquarters that will enable us to integrate and

upgrade product development, marketing, and utilize optimal production locations in
the ASEAN region.
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3) North America and Europe

In North America, sales of The Andrew Jergens Company grew slightly. Favorable
performance in Curél premium skin care and new products in the Jergens lotions lineup
contributed as growth drivers, which were offset by a continuing decrease in sales of
pore cleansing strip products. To build a stronger base in the skin care products business,
we acquired ban*, antiperspirant/deodorant brand in the United States. Andrew J ergens
achieved healthy growth in operating income as a result of a strong performance by

premium-priced products and more effective control of fixed expenses.

In Europe, Goldwell GmbH, which markets hair care products for beauty salons
internationally, and Guhl Ikebana, which markets premium hair care products, both
posted healthy sales growth. The effect of restructuring at Goldwell bolstered steady

growth in operating income.
(2) Cosmetics Business (Sofina)

Sales of cosmetics (Sofina) were 72.5 billion yen, an increase of 2.4%. The prestige
cosmetics market is recovering slowly from a major contraction, remaining flat

throughout the year.

In these general market conditions, we brought out ess, a new brand for exclusive
marketing through department store channels in the basic skin care category. This
product embodies unique superior technology based on dermatological research
promoted by Sofina. New items were also added to the Raycious foundation series.
Along with Finefit, this new introduction bolstered foundation sales, which increased
over the level of the previous term. Although sales in the first half of the term decreased
year-on-year due to our effort to streamline inventories at retailers, we achieved

significant growth in the second half of the fiscal year under review.

Operating income improved to 2.8 billion yen despite the expenses related to the retail

destocking measures and due to an increase in pension expenses.

*Japan is not included in the agreement for the acquisition of the ban brand.
P g
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Principal new products:

Sofina Very Very Powdery Pore Care (sebum care product)
est special care and daily care products (basic skin care)
Raycious Liquid Make-up (liquid foundation)

AUBE Rouge Livelish (lipstick)

(3) Chemical Products Business

Chemical products sales decreased 2.6% to 167.8 billion yen. Operating income r1ose
2.9 billion yen, or 20.2%, to 17.7 billion yen. Although negative currency translations
impacted both sales and operating income for overseas operations, on a local currency
basis, sales grew 9.1%, and operating income rose 59.6% as well. Key growth drivers
included fatty chemicals in Asia and such specialty chemicals as copier and printer toner

and related products, and aroma chemicals in the United States, Europe and Japan.

1) Japan

The effects of sluggish economic conditions in Japan since last summer, and a drop in
exports due to a slowdown of the Asian economies, led to a drop in the parent
company's sales.

Operating income grew, benefited from continuous favorable prices of raw matenals for
fatty chemicals and streamlined production, in spite of price increases in certain raw
materials due to higher petroleum costs.

2) Asia
-In Taiwan, sales decreased due to the transfer of part of production abroad. However,
healthy growth in sales was recorded in the other Asian countries, particularly in

Malaysia and the Philippines, where sales of fatty alcohols were brisk.

Led by the strong performance in fatty alcohols in Malaysia and the Philippines, and

12
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boosted by lower costs of raw materials, operating income increased significantly.

3) North America and Europe

Robust sales growth continued on the back of strong performances in copier and printer
toner and related products in the United States, fatty amines in Germany, and aroma

chemicals and copier and printer toner and related products in Spain.

Healthy growth in Germany and Spain was a primary factor in a surge in operating

income.

Financial Condition

Summarized Consolidated Cash Flows (Unaudited)
Millions of

Billions of Yen U.S. Dollars

YEAR ENDED MARCH 31 2001 2000 Incr./(Dcr.) 2001
Operating activities 122.9 157.6 (34.7) 9923
Investing activities (67.3) 41.4) (25.9) (543.8)
Financing activities (52.1) (61.5) 9.4 (420.7)
Translation adjustments 1.9 (4.0) 5.9 15.8
Net increase 54 50.5 (45.1) 43.7

Cash and cash equivalents 153.4 147.9 5.5 1,238.4
Total debt 69.4 78.0 (8.6) 560.2

Net cash provided by operating activities during the fiscal year ended March 31, 2001
decreased from the previous fiscal year. Although income before income taxes and
minority interests increased, higher tax payments and a decrease in depreciation

expenses led to a decline in net cash provided by operating activities.

Net cash used in investment activities increased primarily as a result of the acquisition
of the ban antiperspirant/deodorant brand, which is sold mainly in North America, and
increased purchases of short-term securities as part of investment of excess cash.
Principal capital spending in plant and equipment included production facilities for
laundry detergent and new products such as cooking oil, and the plant relocation in

Japan.

13
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Due to the redemption of corporate bonds, as of the fiscal year-end, Kao's total interest-
bearing debt decreased by 8.6 billion yen from the end of the previous fiscal year to
69.4 billion yen. In addition, as part of its policy to enhance shareholders' returns, the
Company executed share redemption totaling 10 million shares of common stock valued

at 28.6 billion yen.

As a result of the above, cash and cash equivalents at the end of the period increased by

5.4 billion yen year-on-year to 153.4 billion yen.

2 F for the Fiscal Year Fndine March 31 2003

In the consumer products market in Japan, Kao anticipates that consumer spending will
remain sluggish, which means no growth in sales volume can be expected, and we
project that prices will fall below the level of the fiscal year just ended. In view of this,
we are forecasting that the challenging operating environment will continue. In the
shrinking market, the Company will strive to further develop and reinforce new
businesses, including cooking oil, in the health care field. In a parallel move, the
Company will undertake measures to increase the value of its brands by improving
existing products and developing and launching new products that meet new consumer
needs. These efforts will help lead to a slight sales increase from the level of the fiscal
year under review. To continue to achieve eamnings growth, the Company also intends to
continue its efforts to reduce costs, effectively control expenses, and enhance

profitability as a management priority.

In the overseas consumer products business, with favorable foreign exchange rates, we
expect sales to exceed the level of the fiscal year under review, and we project growth in

operating income.
Although the Company expects competition to become even more intense in markets

throughout Asia, it intends to focus on core brands and foster greater brand power that

will lead to growth in sales.

14
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In North America and Europe, Kao will target growth in the skin care business in North
America and the hair care business in Europe. By concentrating on core brands,
reducing costs, and raising management efficiency, the Company expects to achieve

earnings growth in Asia as well as North America and Europe.

In the chemical products business, we project the operating environment in Japan to
continue to be challenging, and that sales will decline slightly. Overseas, the Company
projects that favorable foreign exchange rates will lead to a sales increase from the level
of the fiscal year under review. Overall, while we are projecting increased sales in the
chemical products business, we anticipate that operating income, which rose

significantly in the fiscal year just ended, will remain flat.

Absent foreign exchange gains, which contributed to improved non-operating
income/expenses in the fiscal year just ended, the Company projects ordinary profit for
the current fiscal year to decrease slightly. However, we project continued growth in net

income for the current fiscal year due to the elimination of major extraordinary losses.

In view of the above, we forecast that consolidated net sales for the fiscal year ending
March 31, 2002 will rise to 860.0 billion yen, while ordinary profit will decrease to

108.0 billion yen and net income will grow to 62.0 billion yen.

We achieved significant annual EVA improvement in the fiscal year just ended. We will
endeavor to achieve eamings growth, which will lead to further annual improvement in
EVA.

In line with the anticipated improvement in financial performance for the fiscal year
ending March 31, 2002, we plan to increase both interim and year-end cash dividends
by 1.00 yen per share to 13.00 yen per share and the total annual cash dividend
applicable to the year by 2.00 yen per share to 26.00 yen per share.

Please note that this forecast was estimated at the time of release and is subject to future

review.
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Notice
Regarding Purchase of the Company’s Shares from the Market
to Provide Stock Options to Directors
under Article 210-2 of the Commercial Code

The Company hereby notifies you that the meeting of its board of directors held on April 23,
2001 passed a resolution that the Company will introduce a stock option system (the “Stock
Option System’) to its directors. Pursuant to Article 210-2 of the Commercial Code, the
Company will purchase some of its issued shares from the market and allot them to its
directors under the terms and conditions of the Stock Option System.

1.

Reason for Introducing the Stock Option System

For the purpose of having the directors share interests with the shareholders to

increase the value of the Company.

Summary of the Material Terms of the Stock Option System

oy

(2)

(3

(4)

The individuals who are entitled to the right of stock options under the Stock
Option System (the “Options’) are the directors in office at the close of the
ordinary general annual meeting of shareholders scheduled to be held on June
28, 2001 (the “Eligible Directors”).

The subject shares under the Stock Option System (the “Shares”) are par-value
shares of common stock of the Company.

The number of Shares to be allotted to the Stock Option System is up to 168,000.
In the event that the Shares are split or consolidated, the number of the Shares
shall be adjusted proportionately in accordance with the ratio of the stock split
or consolidation.

The Options will be granted to the Eligible Directors at an exercise price equal
to ) 1.05 multiples the average of the daily closing prices of the Company’s
stock traded at the Tokyo Stock Exchange during the calendar month prior to
the grant of the Options; or (i) the closing price of the Company’s stock traded
at the Tokyo Stock Exchange on the date when the Options are granted,
whichever is higher (the “Exercise Pricé’). Any amount less than one (1) yen
will be rounded up.

The Exercise Price shall be adjusted in accordance with the following formula in
the event that after the Options are granted, the Company issues new stocks at
a price below the market price (excluding stocks acquired by exercising the
right to convert convertible bonds or by exercising warrants):

Number of Number of newly  Subscription
previously  + 1issued shares x__ price for new shares

Adjusted Exercise = Exercise Price x ]ssued shares Market Price

Price

before Adjustment Number of previously Number of newly
issued shares + issued shares




(5

G

Furthermore, if the Company’s stock is split or consolidated, the Exercise Price
shall be adjusted proportionately in accordance with the ratio of the split or
consolidation, and any amount less than one (1) yen shall be rounded up.

The Eligible Directors who hold Options may exercise their respective rights of
Options only during the period of July 28, 2003 through July 25, 2008.

Conditions for Exercising the Options

The Eligible Director who holds Options may exercise his rights of Options in
accordance with a stock option grant contract between the Director and the
Company (the “Contract’) even after he has left the office of director.

In the event that the Eligible Director who holds Options is deceased, his heir may
exercise the rights of Options in accordance with the Contract.

The Options are not transferable and no security interest can be created thereon.

The other conditions provided in the Contract have to be met.

3. Particulars of the Shares To Be Purchased by the Company

(D

(2)

(3

The Shares to be purchased by the Company are par-value shares of common
stock traded at the Tokyo Stock Exchange.

The total number of the Shares to be purchased by the Company is up to 168,000
Shares (approximately 0.028% of the total issued and outstanding shares of the
Company).

The aggregate prices of the Shares to be purchased by the Company shall be no
more than one (1) billion Yen.

*The above resolution is subject to shareholder approval at the 95" ordinary general annual
meeting of shareholders, scheduled to be held on June 28, 2001.
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English Summary of the o iy ;
Annual Business Report to Shareholders
Kao Corporation
April 1, 2002 — March 31, 2003

Future Operational Strategies

Kao plans to continue to maintain an “offensive posture” that is aggressive and daring, focusing
on the following strategies in order to achieve profitable growth:

(N Expand market share of core brands

(2) Develop new products that will create new markets by looking at matters from the
consumer’s perspective

3) Expand and strengthen overseas operations
(4)  Reform management systems and strengthen corporate governance
Breakdown of Net Sales

For the year ended March 31, 2003
(unit: billions of yen)

Consumer products 646.4 74.7%
Japan:
Personal care products 165.5
Fabric and home care products 248.9
Feminine care, baby care and other products 86.2
Total: 500.8
Asia/Oceania 64.1
America/Europe 87.5
Eliminations (6.1)
Prestige cosmetics 75.8 8.8%
Chemical products 143.0 16.5%
Japan 101.9
Asia/Oceania 38.3
America/Europe 51.2
Eliminations (48.5)
Total net sales 865.2 100.0%
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Summary of Financial Results

Consolidated Balance Sheet

(unit: billions of yen)

Assets As of March 31, As of March 31,
2003 2002

Current assets 276.0 352.7
Cash and time deposits 36.2 26.6
Notes and accounts receivable 949 103.7
Marketable securities 46.2 129.4
Inventories 70.9 67.2
Other 27.6 25.6

Fixed assets 444.7 419.2
Property, plant and equipment 2754 295.5
Buildings and structures 93.5 99.7
Machinery and equipment 91.5 100.1
Land 69.3 76.3
Other - 21.0 19.2
Intangible assets 104.1 53.1
Investments and other assets 65.1 70.4

Deferred assets 0.1 0.1

Total assets 720.8 772.1

Total assets decreased by ¥51.2 billion compared to the previous fiscal year end, mainly due to a
decrease in current assets. A decrease in both marketable securities held for short-term
investment purposes as well as a decrease in trade receivables were the main reasons for the
decrease in current assets. Fixed assets increased due to an increase in goodwill and trademarks
as a result of our acquisition of John Frieda Professional Hair Care, Inc.
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Consolidated Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities, Minority Interests and As of March 31, As of March 31,
Shareholders’ Equity 2003 2002
Current liabilities 201.8 214.6
Accounts payable 60.5 68.0
Other payable 18.0 23.5
Accrued expenses 61.0 60.2
Other 62.2 62.8
Long-term liabilities 79.3 75.0
Bonds and long-term debt 35.6 36.6
Other 43.7 38.3
Total liabilities 281.2 289.6
Minority interests 22.5 22.7
Common stock 854 854
Capital surplus 108.8 108.8
Retained earnings 355.8 309.8
Unrealized gain on available-for-sale securities 1.7 2.5
Foreign currency translation adjustments (30.4) (22.7)
Treasury stock at cost (104.3) (24.1)
Total shareholders’ equity 417.0 459.7
Total liabilities, minority interests and
shareholders’ equity 720.8 772.1
Note:
1. Accumulated depreciation of property, plant and equipment:
As of March 31, 2003: ¥755.2 billion
As of March 31, 2002: ¥735.0 billion
2. As a result of revisions made to accounting rules concerning consolidated financial

statements, the line item referred to as “additional paid-in capital” in our consolidated
balance sheet as of March 31, 2002 is now referred to as “capital surplus.”

Liabilities decreased due to a decrease in trade payables and other payables, as well as
redemptions of bonds and repayments of loans. Shareholders’ equity decreased due to the
repurchase of ¥80.3 billion of treasury stock during the year ended March 31, 2003. Return on

equity was 14.2% and the equity ratio was 57.9%.
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Consolidated Income Statement

(unit: billions of yen)

Item Year ended March 31, | Year ended March 31,
2003 2002
Net sales 865.2 839.0
Cost of sales 365.5 361.4
Selling, general and administrative 384.7 365.8
expenses
Operating income 114.9 111.7
Other income (expense) 2.5 1.8
Ordinary income 117.4 113.5
Extraordinary income (expense) (4.9) (5.6)
Income before income taxes and 112.5 107.9
minority interests
Income taxes 47.6 45.7
Minority interests 2.4 1.8
Net income 62.4 60.2
Note:

Net income per share: this fiscal year: ¥108.05
previous fiscal year: ¥100.43

e 76 consolidated subsidiaries, 10 subsidiaries and affiliates accounted for by the equity

method

e growth rate compared to previous fiscal year:
e netsales: 3.1% (1.9% excluding currency translation effect on overseas net sales)

e operating income: 2.9%
e ordinary income: 3.4%
e netincome: 3.6%

e The proportion of net sales attributable to overseas net sales was 26.1%, a 1.7 percentage
point increase compared to the previous fiscal year.

Operating income increased despite an increase in selling, general and administrative expenses
due to a larger increase in net sales and cost reduction measures that led to an improvement in
the cost of sales ratio. Ordinary and net income increased as well. Net income per share also
increased as a result of the increase in net income and the repurchase of treasury stock.
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Consolidated Cash Flow Statement

(unit: billions of yen)

Item Year ended March 31, | Year ended March 31,
12003 2002

Net cash provided by operating activities 134.1 130.9
Income before income taxes and minority
interests 112.5 107.9
Depreciation and amortization 58.3 58.4
Equity in (earnings) losses of nonconsolidated
subsidiaries and affiliates (1.2) 0.8
Change in trade receivables 11.8 3.7
Change in inventories (1.3) 6.4
Change in trade payables (8.8) (4.3)
Change in liability for retirement benefits 8.3 8.2
Income taxes paid (53.1) (56.1)
Other, net 7.6 5.7

Net cash used in investing activities (71.5) (77.6)
Purchase of property, plant and equipment (43.3) (52.4)
Increase in intangible assets (46.1) 3.1
Payment for purchase of newly consolidated
subsidiaries, net of cash acquired 13.5) —
Other 254 (22.0)

Net cash used in financing activities (104.1). (86.2)
(Decrease) in bonds and loans (6.8) (15.0)
Purchase of treasury stock (80.3) (57.5)
Payment of cash dividends (17.0) (15.5)
Other — 1.9

Translation adjustments on cash and cash

equivalents (2.6) 34

Net increase (decrease) in cash and cash (50.2) (29.5)

equivalents

Cash and cash equivalents, beginning of year 124.9 153.4

Cash and cash equivalents of newly consolidated

subsidiaries, beginning of year 0.9 0.9

Cash and cash equivalents, end of year 75.6 124.9

While we continued to have a healthy amount of net cash provided by operating activities, cash
and cash equivalents decreased by ¥49.2 billion from March 31, 2002 to March 31, 2003, due to
such factors as the acquisition of John Frieda Professional Hair Care, Inc. and repurchases of
treasury stock in order to return funds to shareholders and improve our effective use of capital.
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New Products:

e Healthya Green Tea
e Attack with bleach

Kao News:

o Kao receives awards for Econa Healthy Mayonnaise

o Wakayama Office receives award for cutting-edge, environmentally friendly manufacturing
processes

Other:
e List of top ten shareholders

Homepage: http://www.kao.co jp

For Questions Regarding Stock (Transfer Agent):
The Chuo Mitsui Trust and Banking Company, Limited
8-4, [zumi 2-chome

Suginami-ku, Tokyo 168-0063

Japan

Tel: 03-3323-7111 (main)

In addition to the above, the English-language Annual Report for the fiscal year ended March 31,

2003 found at Exhibit A-1 contains other detailed information included in the Annual Business
Report.
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(English Summary) sy
To Our Shareholders
Kao Corporation — Interim Business Report

April 1, 2002 — September 30, 2002

Maintaining an “Offensive Posture” to Achieve Further Growth and Development
Interim Financial Results

In the interim period ended September 30, 2002, the effects of the slowdown of the U.S.
economy led to global economic stagnation. In Japan, even though such indices as those for
exports and production in the early part of the period could be taken as signs of recovery, anxiety
for the future as well as difficulties such as non-performing loans and falling stock prices
persisted, and the economy remained in the doldrums.

Under the aforementioned management environment, consolidated net sales rose to ¥434.9
billion, a 3.2% increase from the same period of the previous fiscal year. Excluding a positive
currency translation effect of ¥8.0 billion due to the weaker yen, the growth rate would have
been 1.3%. In Japan, despite the adverse effects of a sluggish market and declining prices,
aggressive marketing measures led to a rise in consumer product sales. In our chemical products
business, although demand was strong for export products, a slump in the domestic market
affected the business. Overseas, with the exception of certain areas such as Taiwan, healthy
sales growth was posted overall in both consumer products and chemical products.

Consolidated operating income rose to ¥61.5 billion, an increase of 7.4% from the previous
interim pertod. Domestically, despite declining sales prices and sluggish demand, operating
income rose by ¥3.4 billion to ¥53.0 billion due to increased sales of consumer products, cost
reductions, cost-effective operation and reduced depreciation expenses. In the Company’s
overseas business operations, increased profits from consumer products and chemical products in
North America and Europe contributed to operating income, rising by 3.7% to ¥8.2 billion.

Consolidated ordinary income was ¥62.6 billion, a rise of 8.8%, from the previous interim period.
Consolidated net income also increased by 6.0% to ¥33.2 billion.

Growth of 10.1% was achieved in consolidated net income per share, which rose to ¥56.99 per
share, as net income for the interim period improved and the Company repurchased 12.53
million of its shares from the market. As planned early this fiscal year, the interim cash dividend
will increase from the same period of the previous fiscal year by ¥2.00 per share to ¥15.00 per
share.

049220-0002-02664-Tokyo.2006507.5



Future Operational Strategies

As seen above, despite the poor economic conditions both domestically and abroad, Kao’s
operating results were good, in line with our original projections. Kao plans to maintain an
“offensive posture” that is aggressive and daring, and to execute forcefully the following
strategies:

(1)  Make Core Brands Even Stronger

Kao continually makes improvements to its core brands, such as its Attack detergent, through
listening to consumers. Such improvements include multiple, thorough product overhauls,
reinforcement of marketing and sales strategies and revision of packaging.

Kao is also continuing to grow and develop a number of new core brands, such as its Healthy
Econa series of products.

(2) Develop New Products That Will Create New Markets

Kao will continue to devote resources to developing new products that will create new product
markets, by taking the perspective of consumers.

(3)  Expand and Strengthen Overseas Operations

During a time of domestic economic stagnation, expanding and strengthening overseas
operations is vital for Kao’s future growth strategies.

In Asia, in order to adapt to changes in the business environment, Kao took measures to optimize
its regional manufacturing systems and strengthen management systems in Taiwan and the
ASEAN region, as well as to concentrate management resources in core brands. In addition, in
the summer, Kao established a holding company with U.S.$30 million in capital in Shanghai to
support the expansion of operations in China.

In the United States, Kao focused its resources in skin care products such as Naturally Smooth, a
product that The Andrew Jergens Company launched in the previous fiscal year. In September,
Kao acquired John Frieda Professional Hair Care, Inc., which markets premium hair care
products.

With respect to Goldwell GmbH, which has developed a hair care business targeted at hair salon

mainly in Europe and the United States, it has launched a global strategy covering Japan, the
United States and Europe through the establishment of Goldwell Japan Co., Ltd.
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Breakdown of Net Sales
For the six months ended September 30, 2002
(unit: billions of yen)

Consumer products 324.8 74.7%
Japan: '
Personal care products 84.5
Laundry and cleaning products 126.8
Sanitary products 41.8
Total; 253.2
Asia/Oceania 32.2
America/Europe 42.5
Eliminations (3.2)
Cosmetics (Sofina) 38.1 8.8%
Chemical products 71.9 16.5%
Japan 50.2
Asia/Oceania 19.2
America/Europe 26.3
Eliminations - (23.8)
Total net sales 434.9 100.0%

Summary of Financial Results

Consolidated Interim Balance Sheet
(unit: billions of yen)

Assets o - | As of September As of March 31,
30, 2002 2002

Current assets 290.7 352.7
Cash and time deposits 41.1 26.6
Notes and accounts receivable 97.0 103.7
Marketable securities 56.8 129.4
Inventories 69.4 67.2
Other ‘ 26.2 25.6

Fixed assets 457.6 419.2
Property, plant and equipment 285.4 295.5
Buildings and structures 97.5 99.7
Machinery and equipment 95.0 100.1
Land 76.1 76.3
Other 16.6 19.2
Intangible assets 106.9 53.1
Investments and other assets , 65.1 70.4

Deferred assets 0.1 0.1

Total assets ' 748.4 772.1
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While fixed assets increased due to such factors as the goodwill and trademarks acquired in the
acquisition of John Frieda Professional Hair Care, Inc. of the United States, total assets
decreased by ¥23.6 billion compared to the end of the most recently concluded fiscal year due to
a decrease in current assets caused by a decrease in both marketable securities held for short-
term investment purposes as well as accounts receivable.
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Consolidated Interim Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities, Minority Interests and As of September As of March 31,
Shareholders’ Equity 30, 2002 2002
Current liabilities 202.7 214.6
Notes and accounts payable 63.9 68.0
Other payable 16.3 23.5
Accrued expenses 574 60.2
Other 64.9 62.8
Long-term liabilities 81.0 75.0
Bonds and long-term debt 35.6 36.6
Other 45.3 38.3
Total liabilities 283.7 289.6
Minority interests 22.1 22.7
Common stock 854 85.4
Additional paid-in capital 108.8 108.8
Retained earnings 335.3 309.8
Unrealized gain on available-for-sale securities 34 2.5
Foreign currency translation adjustments (31.2) (22.7)
Treasury stock at cost (59.2) (24.1)
Total shareholders’ equity 442.5 459.7
Total liabilities, minority interests and
shareholders’ equity 748.4 772.1
Note:
1. Accumulated depreciation of property, plant and equipment:

As of September 30, 2002: ¥745.4 billion

As of March 31, 2002: ¥735.0 billion

Liabilities decreased due to decreases in notes and accounts payable and other payable. The total
amount outstanding of bonds and loans, including short-term ones, at the end of this interim
period was ¥52.4 billion, ¥3.4 billion less than at the end of the most recently concluded fiscal
year. Shareholders’ equity decreased due to such factors as the purchase of ¥35.2 billion of
treasury stock, but the equity ratio remained high at 59.1%.
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Consolidated Interim Income Statement
(unit: billions of yen)

Item | Six months ended Six months ended
September 30, 2002 September 30, 2001
Net sales 434.9 421.5
Cost of sales 182.3 180.9
Selling, general and administrative ,
expenses 190.9 183.2
Operating income 61.5 57.3
Other income (expense) 1.0 0.2
Ordinary income 62.6 57.6
Extraordinary income (expense) , (2.0) (1.5)
Interim income before income taxes and
minority interests : - . 60.5 56.0
Income taxes : - 259 23.8
Minority interests B 1.3 0.7
Interim net income 33.2 31.4
Note:

Interim net income per share: this interim period: ¥56.99
previous interim period: ¥51.78

o 77 consolidated subsidiaries, 11 subsidiaries and affiliates accounted for by the equity
method

e growth rate compared to previous interim period:
e net sales: 3.2% (1.3% excluding currency translation effect on overseas net sales)
e operating income: 7.4%
e ordinary income: 8.8%
e interim net income: 6.0%

e The proportion of net sales attributable to overseas net sales was 26.0%, a 2.3 percentage
points increase compared to the interim period last year.

Operating income increased due to an increase in net sales, cost reductions and cost-effective
operations. Ordinary income and interim net income also increased. Interim net income per

share increased due to purchases of treasury shares from the market as well as an increase in

interim net income.
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Consolidated Interim Cash Flow Statement

(unit: billions of yen)

Item | Six months ended Six months ended
September 30, 2002 September 30, 2001
Net cash provided by operating activities A 66.7 68.7
Interim income before income taxes and 60.5 56.0
minority interests
Depreciation and amortization 277 27.8
Equity in (earnings) losses of nonconsolidated {0.6) 0.6
subsidiaries and affiliates
Change in trade receivables 9.1 4.2
Change in inventories (0.2) 2.0
Change in trade payables 5.4) 0.4)
Change in liability for retirement benefits 7.4 4.8
Income taxes paid 27.7) (29.2)
Other, net 4.0) 2.8
Net cash used in investing activities (74.8) (17.5)
Purchase of property, plant and equipment (24.3) (27.2)
Increase in intangible assets (42.8) (0.7)
Acquisition of newly consolidated subsidiaries (13.9) --
Change in other investments 6.4 10.4
Net cash used in financing activities (46.7) (52.3)
(Decrease) in bonds and loans (3.0) (10.4)
Purchase of treasury stock (35.2) (34.1)
Payment of cash dividends 8.4 (7.7
Translation adjustments on cash and cash (1.8) 0.9
equivalents
Net (decrease) in cash and cash equivalents {56.5) 0.2)
Cash and cash equivalents, beginning of period 124.9 153.4
Cash and cash equivalents of newly consolidated 0.9 0.9
subsidiaries, beginning of period
Cash and cash equivalents, end of period 69.3 154.1

Net cash provided by operating activities increased, but cash and cash equivalents decreased by

¥55.5 billion compared to the beginning of the period due to:

e with respect to investing activities, the acquisition of John Frieda, and

e with respect to financing activities, continued repurchases of treasury stock from the market
in order to return funds to shareholders, further improving our effective use of capital.
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New Products:

e Healthy Econa Mayonnaise Type
* Kao Sofina Rise

Homepage: http://www.kao,co.jp

For Questions Regarding Stock (Transfer Agent):
The Chuo Mitsui Trust and Banking Company, Limited
8-4, Izumi 2-chome

Suginami-ku, Tokyo 168-0063

Japan

Tel:  03-3323-7111 (main)
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Annual Business Report to Shareholders

Kao Corporation

April 1, 2001 — March 31, 2002

Future Operational Strategies

Exhibit B-3
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Despite the weak domestic economy, Kao plans to maintain an “offensive posture” that is
aggressive and daring, focusing on the following strategies in order to achieve profitable growth:

(1) Expand market share of and concentrate management resources on core brands

(2)  Develop new products that will create new markets, drawing on its marketing capabilities
based on consumers’ perspectives, as well as its proprietary technology development

capabilities

3) Expand and strengthen overseas operations

4) Reform management systems and strengthen corporate governance

Breakdown of Net Sales
For the year ended March 31, 2002

(unit: billions of yen)

Consumer products 626.0 74.6%
Japan:
Personal care products 166.8
Laundry and cleaning products 246.7
Sanitary products 82.2
Total: 495.8
Asia/Oceania 59.3
America/Europe 76.1
Eliminations (5.3)
Cosmetics (Sofina) 74.1 8.8%
Chemical products 138.8 16.6%
Japan 98.4
Asia/Oceania 35.1
America/Europe 46.8
Eliminations (41.6)
Total net sales 839.0 100.0%
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Summary of Financial Results

Consolidated Balance Sheet

(unit: billions of yen)

Assets As of March 31, As of March 31,
2002 2001

Current assets 352.7 366.2
Cash and time deposits 26.6 16.6
Notes and accounts receivable 103.7 103.5
Marketable securities 129.4 149.6
Inventories 67.2 69.9
Other 25.6 26.5

Fixed assets 419.2 417.4
Property, plant and equipment 295.5 297.9
Buildings and structures 99.7 101.5
Machinery and equipment 100.1 97.7
Land . 76.3 76.5
Other 19.2 22.2
Intangible assets 53.1 57.3
Investments and other assets 70.4 62.1

Deferred assets 0.1 0.0

Total assets 772.1 783.7

Total assets decreased by ¥11.6 billion compared to the previous fiscal year end, mainly due to a
decrease in current assets. A decrease in both marketable securities held for short-term
investment purposes as well as a decrease in inventory were the main reasons for the decrease in
current assets. Including marketable securities, we have adequate funds on hand. Fixed assets
remained roughly unchanged compared to the previous fiscal year end. The rate of return on

total assets increased.
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Consolidated Balance Sheet (cont’d)

(unit: billions of yen)

As of March 31, 2002: ¥735.0 billion
As of March 31, 2001: ¥704.7 billion

Liabilities, Minority Interests and As of March 31, As of March 31,
Shareholders’ Equity 2002 2001
Current liabilities 214.6 230.5
Accounts payable 68.0 70.7
Other payable 23.5 27.8
Accrued expenses 60.2 62.2
Other 62.8 69.6
Long-term liabilities 75.0 69.4
Bonds and long-term debt 36.6 43,1
Other 38.3 26.3
Total liabilities 289.6 300.0
Minority interests 22.7 20.7
Common stock 85.4 85.4
Additional paid-in capital 108.8 108.8
Retained earnings 309.8 298.6
‘| Unrealized gain on available-for-sale securities 2.5 6.0
Foreign currency translation adjustments ' (22.7) (35.6)
Treasury stock at cost (24.1) (0.4)
Total shareholders’ equity 459.7 462.9
Total liabilities, minority interests and :
shareholders’ equity 772.1 783.7
Note:
1. Accumulated depreciation of property, plant and equipment:

Liabilities decreased due to redemptions of bonds and repayments of loans. Shareholders’ equity
decreased due to repurchases of treasury stock, but the equity ratio remained high at 59.5%.
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Consolidated Income Statement

(unit: billions of yen)

Item Year ended March 31, | Year ended March 31,
2002 2001
Net sales 839.0 821.6
Cost of sales 361.4 363.1
Selling, general and administrative 365.8 3514
expenses
Operating income 111.7 107.0
Other income (expense) 1.8 4.7
Ordinary income 113.5 111.8
Extraordinary income (expense) (5.6) (9.9
Income before income taxes and 107.9 101.8
minority interests
Income taxes 45.7 41.1
Minority interests 1.8 1.2
Net income 60.2 59.4
Note:

Net income per share: this fiscal year: ¥100.43
previous fiscal year: ¥96.69

e 67 consolidated subsidiaries, 19 subsidiaries and affiliates accounted for by the equity

method

e growth rate compared to previous fiscal year:

e netsales: 2.1% (0.2% excluding currency translation effect on overseas net sales)

e operating income: 4.3%
e ordinary income: 1.5%
e netincome: 1.4%

e The proportion of net sales attributable to overseas net sales was 24.4%, a 2.6 percentage

points increase compared to the previous fiscal year.

Operating income increased due to an increase in net sales and cost reduction measures. These
factors more than offset the increase in selling, general and administrative expenses. Ordinary

and net income increased as well, enabling Kao to record its largest profits ever.
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Consolidated Cash Flow Statement

(unit: billions of yen)

Item Year ended March 31, | Year ended March 31,
2002 2001

Net cash provided by operating activities 130.9 122.9
Income before income taxes and minority
interests 107.9 101.8
Depreciation and amortization 58.4 58.8
Equity in (earnings) losses of nonconsolidated
subsidiaries and affiliates 0.8 (1.1)
Change in trade receivables 3.7 (6.3)
Change in inventories 6.4 (0.9)
Change in trade payables (4.3) (4.2)
Change in liability for retirement benefits 8.2 11.7
Income taxes paid : (56.1) (47.8)
QOther, net 57 11.0

Net cash used in investing activities {77.6) (67.3)
Purchase of property, plant and equipment (52.4) (41.2)
Increase in intangible assets (3.1) (18.5)
Other (22.0) (1.5)

Net cash used in financing activities (86.2) (52.1)
(Decrease) in bonds and loans (15.0) (10.5)
Purchase of treasury stock (57.5) (28.6)
Payment of cash dividends (15.5) (13.7)
Other 1.9 0.8

Translation adjustments on cash and cash

equivalents 34 1.9

Net increase (decrease) in cash and cash (29.5) 5.4

equivalents

Cash and cash equivalents, beginning of year 1534 147.9

Cash and cash equivalents of newly consolidated

subsidiaries, beginning of year 0.9 0.0

Cash and cash equivalents, end of year 124.9 153.4

Net cash provided by operating activities continued to surpass net cash used in investing
activities. Drawing on such an abundant cash flow, Kao redeemed bonds, repaid loans, as well
as, for the third straight year, repurchased treasury stock in order to return funds to shareholders,

further improving our effective use of capital.
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New Products:

e Relief — Leak-free Diapers
¢ Clear Clean Plus

Kao News:

e Kao receives awards for supporting fine arts activities and environmentally friendly business
practices '
e Goldwell acquires KMS

Other:
e List of top ten shareholders

Homepage: http://'www.kao.co.jp

For Questions Regarding Stock (Transfer Agent):
The Chuo Mitsui Trust and Banking Company, Limited
8-4, Izumi 2-chome

Suginami-ku, Tokyo 168-0063

Japan

Tel: 03-3323-7111 (main)

In addition to the above, the English-language Annual Report for the fiscal year ended March 31,
2002 found at Exhibit A-2 contains other detailed information included in the Annual Business
Report.
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(English Summary) SR
To Our Shareholders
Kao Corporation — Interim Business Report

April 1, 2001 - September 30, 2001

Overcoming Difficult Market Conditions to Achieve “Profitable Growth”
Interim Financial Results

The operating environment was adversely affected by an economic slowdown on a global scale,
which included extended sluggishness in the U.S. economy. Also in Japan, the economic
outlook has become unclear, as the economy faced a period of adjustment in a deep recession.
Weak consumer spending continued, and the consumer products and cosmetics markets
contracted in terms of aggregate purchase prices.

In this environment, consolidated net sales for the six-month interim period ended September 30,
2001 rose by over ¥9.8 billion to ¥421.5 billion, a 2.4 % increase from the same period of the
previous fiscal year. Excluding a positive currency translation effect of ¥5.4 billion on overseas
sales due to the weakening yen, the growth rate would have been 1.1% year-on-year. A sharp
drop in demand for chemical products contributed to a 0.8% dip in domestic sales. The personal
care products business in North America and Europe led to overseas sales rising 14.1% from the
same period of the previous year.

Consolidated operating income increased 4.5% year-on-year to ¥57.3 billion, as cost reductions
and measures to increase cost-effectiveness compensated for lower prices and other factors,
profit from domestic operations increased slightly, and a large gain was posted in profits in
chemical products overseas. In addition, the personal care products business in North America
and Europe contributed to an increase in consolidated operating income. Equity in earnings of
affiliates changed into losses for this interim period under review. This, coupled with a drop in
other non-operating income, led consolidated ordinary income to a slight 0.3% increase from the
same period in the previous fiscal year. Consolidated net income for the interim period dropped
0.8% to ¥31.4 billion.

Kao continued its efforts to raise capital efficiency by such measures as a share repurchase, and
at the end of this interim period under review, its total assets decreased by 14.3 billion yen from
the end of the previous fiscal year. A large increase in EVA was achieved in the previous fiscal
year, and we saw a further but slight increase in EVA in the interim period.

As initially planned, the interim cash dividend will be 13.00 yen per share, increased from 12.00
yen per share for the interim cash dividend of the previous fiscal year.
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For Further "Profitable Growth"

As seen above, despite the poor operating environment, Kao is endeavoring to meet its operating
targets. In particular, Kao will continue to strive to reduce costs, which contributed significantly
to its increased profitability in this interim period.

In order to achieve continued “profitable growth”, Kao intends to execute forcefully the
following strategies:

(1)  Secure and Expand the Market Shares of Core Brands

Given that market sizes are tending to shrink, maintaining and expanding the market share of its
brands has become an even more important business objective for Kao.

In particular, with respect to its core brands, such as Attack detergent and Bioré skin care
products, Kao will not be simply content with their leading market positions, but will instead
continually improve the products and conduct strategic, focused marketing in order to secure and
expand their market share.

(2)  Develop New Products That Will Create New Markets

It is often said that the domestic markets, in particular the markets for consumer and cosmetics
products, are reaching maturity and saturation. However, Kao believes that products that match
the new lifestyles and values of consumers — that is, products that will create new markets — still
have the potential to grow.

(3)  Develop New Businesses

We will seek to develop new businesses that will expand Kao’s business foundation of our three
core businesses, namely consumer products, cosmetics (Sofina) and chemical products. In
particular, the health care-related area, which targets consumers’ increasing health consciousness,
is a field that has the potential to grow significantly. Kao intends to apply its research and

development, marketing and sales capabilities, which it has developed over the years, to this
field.

(4) Strengthen Overseas Operations

With respect to the consumer products business, Kao will continue to position Asia as the most
important overseas area. Last year, Kao established Kao Consumer Products (Southeast Asia)
Co., Ltd., which will act as the foundation of its business expansion activities in the area. Kao
also intends to endeavor to develop business in China as well. In North America, Kao will strive
to strengthen its personal care products, while in Europe it will continue to focus its operations
around hair care products.
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With respect to the chemical products business, given the globalization of markets, we will
continue to expand our business globally based on a wider business perspective, focusing
particularly on businesses with products featuring advanced technology and distinguishing
characteristics, such as oil products, surfactants, aroma chemicals and toner.

In addition, we will continue to consider alliances or mergers and acquisitions with leading
overseas companies as one of our important business strategies.

(5) Strengthening Structure Through Business Reforms

Kao’s operating environment is undergoing drastic change. In order to respond to such changes,
as well as to achieve an even stronger corporate structure, Kao will endeavor to reform even
more thoroughly its operations in the entirety of its business activities. In particular, in order to
respond to changes in the retail industry and in consumer purchasing behavior, we intend to
innovate our marketing activities.

Breakdown of Net Sales
For the six months ended September 30, 2001
(unit: billions of yen)

Consumer products 314.4 74.6%
Japan:
Personal care products 87.2
Laundry and cleaning products 123.0
Sanitary products 41.1
Total: 251.3
Asia/Oceania 28.4
America/Europe 37.0
Eliminations (2.4)
Cosmetics (Sofina) 37.3 8.9%
Chemical products 69.6 16.5%
Japan 49.5
Asia/Oceania 17.3
America/Europe 23.2
Eliminations (20.4)
Total net sales 421.5 100.0%
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Summary of Financial Results

Consolidated Interim Income Statement

(unit: billions of yen)

Item Six months ended Six months ended
September 30, 2001 September 30, 2000
Net sales ' 421.5 411.6
Cost of sales 180.9 179.9
Selling, general and administrative
€Xpenses 183.2 176.8
Operating income 57.3 54.8
Other income (expense) 0.2 2.5
Ordinary income 57.6 57.4
Extraordinary income (expense) (1.5) (1.7)
Interim income before income taxes and
minority interests 56.0 55.6
Income taxes 23.8 22.9
Minority interests (0.7) (1.0)
Interim net income 314 31.6

Note:

Interim net income per share: this interim period: ¥51.78

previous interim period: ¥51.25

e 65 consolidated subsidiaries, 19 subsidiaries and affiliates accounted for by the equity

method

e growth rate compared to previous interim period:
¢ netsales: 2.4% (1.1% excluding currency translation effect on overseas net sales)

e operating income: 4.5%
e ordinary income: 0.3%
¢ interim net income: -0.8%

e The proportion of net sales attributable to overseas net sales was 23.7%, a 2.2 percentage
points increase compared to the interim period last year.
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Consolidated Interim Balance Sheet

(unit: billions of yen)

Assets As of September As of March 31,
30, 2001 2001

Current assets : 353.2 366.2
Cash and time deposits 21.9 16.6
Notes and accounts receivable 100.7 103.5
Marketable securities 138.3 149.6
Inventories 69.6 69.9
Other 22.5 26.5

Fixed assets 416.0 417.4
Property, plant and equipment 300.5 297.9
Buildings and structures 100.0 101.5
Machinery and equipment 101.0 97.7
Land 76.3 76.5
Other 23.0 22.2
Intangible assets 53.9 57.3
Investments and other assets 61.5 62.1

Deferred assets 0.1 0.0

Total assets 769.4 783.7
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Consolidated Interim Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities, Minority Interests and 'As of September As of March 31,
Shareholders’ Equity : 30, 2001 2001
Current liabilities ‘ ‘ 221.9 230.5
Notes and accounts payable 70.6 70.7
Other payable 25.1 27.8
Accrued expenses 63.9 62.2
Other 62.2 69.6
Long-term liabilities 69.8 69.4
Bonds and long-term debt 38.2 43.1
Other 31.5 26.3
Total liabilities 291.8 300.0
Minority interests 21.5 20.7
Common stock 854 85.4
Additional paid-in capital 108.8 108.8
Retained earnings 288.7 298.6
Unrealized gain on available-for-sale securities 4.4 6.0
Foreign currency translation adjustments (30.5) (35.6)
Treasury stock at cost (0.9) (0.4)
Total shareholders’ equity 456.0 462.9
Total liabilities, minority interests and
shareholders’ equity 769.4 783.7
Note:
1. Accumulated depreciation of property, plant and equipment:

As of September 30, 2001: ¥717.9 billion

As of March 31, 2001: ¥704.7 billion

e Just as during the previous fiscal year, Kao bought back and canceled treasury stock (11,406

thousand shares, ¥33.6 billion).

049220-0002-02664-Tokyo.2006668.3




Non-consolidated Interim Income Statement

(unit: billions of yen)

Item | Six months ended Six months ended
September 30, 2001 September 30, 2000
Net sales 330.4 332.9
Cost of sales 133.3 138.1
Selling, general and administrative '
expenses 149.4 148.0
Operating income 47.6 46.8
Other income (expense) 2.6 1.7
Ordinary income 50.3 48.6
Extraordinary income (expense) (1.6) (1.5)
Interim income before income taxes 48.6 47.0
Income taxes 19.8 19.6
Interim net income 28.8 27.4
Profit carried forward 325 25.2
Cancellation of treasury shares 33.6 16.9
Unappropriated profit 27.6 35.6
Note:

Interim net income per share: this interim period: ¥47.40
previous interim period: ¥44.21

e growth rate compared to previous interim period:

e netsales: -0.8%

e operating income: 1.6%
¢ ordinary income: 3.5%
¢ interim net income: 5.2%

o Interim dividends for this interim period are 13 yen per share, an increase of 1 yen compared
to the interim period in the previous fiscal year. Kao also plans to pay total annual dividends,
including the year-end dividend, of 26 yen per share, a 2 yen increase compared to the

previous fiscal year.
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Non-consolidated Interim Balance Sheet

(unit: billions of yen)

Assets As of September As of March 31,
30,2001 2001

Current assets 257.6 278.7
Cash and time deposits 7.7 4.5
Notes and accounts receivable 54.0 57.5
Marketable securities 131.4 144.4
Inventory 43.4 45.0
Other 20.9 27.1

Fixed assets 426.7 428.5
Property, plant and equipment 212.3 212.8
Buildings and structures 75.1 76.5
Machinery and equipment 67.8 65.7
Land 54.4 54.5
Other 14.9 15.9
Intangible assets 25.5 28.5
Investments and other assets 188.8 187.2
Shares and investments in affiliates 137.8 136.6
Other 50.9 50.5

Total assets 684.3 707.3
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Non-consolidated Interim Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities and Shareholders’ Equity As of September As of March 31,
30,2001 2001
Current liabilities 167.5 174.5
Notes and accounts payable 57.1 58.3
Other payable 21.9 24.2
Accrued expenses 479 46.6
Other 40.6 45.3
Long-term liabilities 50.4 51.9
Bonds and long-term debt 34.8 39.8
Other 15.6 12.1
Total liabilities 218.0 226.5
Common stock 854 85.4
Additional paid-in capital 108.8 108.8
Legal reserve 14.1 13.3
Other retained earnings 254.1 267.2
Unrealized gains on available-for-sale 4.3 5.9
securities
Treasury stock at cost (0.5) —
Total shareholders’ equity 466.3 480.7
Total liabilities and shareholders’ equity
684.3 707.3
Notes:
1. Accumulated depreciation of property, plant and equipment:
As of September 30, 2001: ¥625.6 billion
As of March 31, 2001: ¥617.3 billion
2: Starting this interim period, treasury stock, which used to be recorded as an asset, is

recorded as a deduction from shareholders’ equity at the end of the shareholders’ equity

section.
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New Products:

o Merit Shampoo, Moisturizing Conditioner
» Kitchen Wonder — Drain Slime Remover

Homepage: http://www.kao.co.jp

For Questions Regarding Stock (Transfer Agent):
The Chuo Mitsui Trust and Banking Company, Limited
8-4, Izumi 2-chome

Suginami-ku, Tokyo 168-0063

Japan

Tel:  03-3323-7111 (main)
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3 p., Exhibit B-5
English Summary of the o 7oy
Annual Business Report to Shareholders o
Kao Corporation

April 1, 2000 — March 31, 2001

Future Operational Strategies

Despite the weak domestic economy, Kao plans to maintain an “offensive posture” that is
aggressive and daring, focusing on the following strategies in order to achieve further growth
and development:

(1)  Strengthen brand power, particularly those of core brands, and develop new products that
will create new markets

(2)  Strengthen new and overseas operations, such as health care-related businesses and Asian
operations, particularly China

3) Maximize corporate value by using capital more effectively, introducing stock option
plans and reviewing compensation for directors

Breakdown of Net Sales by Business Segment
For the year ended March 31, 2001
(unit: billions of yen)

Consumer products 607.8 74.0%
Cosmetics (Sofina) 72.5 8.8%
Chemical products ' 141.2 17.2%
Total net sales 821.6 100.0%

Breakdown of Net Sales by Region
For the year ended March 31, 2001
(unit: billions of yen)

Japan 646.9 78.7%
Asia/Oceania 71.4 8.7%
America/Europe 103.2 12.6%
Total net sales 821.6 100.0%
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Summary of Financial Results

Consolidated Income Statement

(unit: billions of yen)

Item | Year ended March 31, | Year ended March 31,
12001 2000

Net sales S 821.6 846.9
Cost of sales 363.1 381.1
Selling, general and administrative
expenses 3514 366.5
Operating income 107.0 99.1
Other income (expense) 4.7 (1.1)
Ordinary income 111.8 98.0
Extraordinary income (expense) (9.9) (4.8)
Income before income taxes and
minority interests 101.8 93.1
Income taxes 41.1 40.5
Minority interests (1.2) (0.4)
Net income 59.4 52.1
Notes:
1. Net income per share: this fiscal year: ¥96.69

previous fiscal year: ¥83.45
2. Return on equity: this fiscal year: 12.7%

previous fiscal year: 11.3%

e 63 consolidated subsidiaries, 20 subsidiaries and affiliates accounted for by the equity
method

e Compared to the previous fiscal year, consolidated net sales decreased 3.0% due to the
impact of the strong yen and the effect of the consolidation of Kao’s domestic consumer
products sales company. However, operating income increased 8.0% due to cost reduction
activities, decreased depreciation expenses and the increased profitability of Kao’s overseas
operations. In addition, Kao experienced a foreign exchange gain and decreased
restructuring cost which compensated for an extraordinary loss related to retirement benefits
in Japan. As a result, ordinary profits increased by 14.1%, and net income increased 14.0%.

e The proportion of net sales attributable to overseas net sales was 21.8%, a 1.2 percentage
points increase compared to the previous fiscal year.
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Consolidated Balance Sheet

(unit: billions of yen)

Assets As of March 31, As of March 31,
2001 2000
Current assets 366.2 331.3
Cash and time deposits 16.6 21.0
Notes and accounts receivable 103.5 88.9
Marketable securities 149.6 137.1
Inventories 69.9 67.8
Other 26.5 16.3
Fixed assets 417.4 373.8
Property, plant and equipment 297.9 282.9
Buildings and structures 101.5 99.1
Machinery and equipment 97.7 104.3
Land ~ 76.5 61.0
Other 22.2 18.3
Intangible assets 57.3 46.6
Investments and other assets 62.1 44.3
Foreign currency translation adjustments 0.0 44.8
Total assets 783.7 750.0
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Consolidated Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities, Minority Interests and As of March 31, As of March 31,
Shareholders’ Equity 2001 2000
Current liabilities 230.5 206.3
Accounts payable 70.7 74.3
Other payable 27.8 16.9
Accrued expenses 62.2 53.7
Other 69.6 61.3
Long-term liabilities 69.4 63.0
Bonds and long-term debt 43.1 58.9
Other 26.3 4.0
Total liabilities 300.0 269.3
Minority interests 20.7 5.6
Common stock 85.4 85.1
Additional paid-in capital 108.8 108.6
Retained earnings 298.6 281.2
Unrealized gain on available-for-sale securities 6.0 —
Foreign currency translation adjustments (35.6) —
Treasury stock at cost (0.4) 0.0)
Total shareholders’ equity 462.9 474.9
Total liabilities, minority interests and
shareholders’ equity 783.7 750.0
Notes:
1. Accumulated depreciation of property, plant and equipment:
As of March 31, 2001: ¥704.7 billion
As of March 31, 2000: ¥671.0 billion
2. Foreign currency translation adjustments, which were recorded as an asset until the

previous fiscal year, are now recorded as foreign currency translation adjustments and

minority interests, both as components of shareholders’ equity.

3. Starting this fiscal year, new accounting standards for employees’ retirement benefits,
new accounting standards for financial instruments, as well as revised accounting
standards for foreign currency transactions are being applied.
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Non-consolidated Income Statement

(unit: billions of yen)

Item Year ended March 31, | Year ended March 31,
2001 2000
Net sales 660.4 667.1
Cost of sales 273.1 288.8
Selling, general and administrative
expenses - 2949 287.2
Operating income 92.3 91.0
Other income (expense) 6.0 0.7
Ordinary income 98.3 91.7
Extraordinary income (expense) (9.8) (17.5)
Income before income taxes 88.5 74.2
Income taxes 36.2 31.6
Net income 52.2 42.5
Unappropriated retained earnings from the
previous fiscal year 25.2 7.5
Adjustments for deferred tax effects from
prior years — 16.7
Interim dividends 8.1 6.9
Cancellation of treasury shares out of
earnings 28.6 29.5
Unappropriated retained earnings 40.6 30.3
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Non-consolidated Appropriation of Earnings
(unit: billions of yen)

Unappropriated retained earnings for this fiscal 40.6
year '

Reversal of reserve for deferred income, etc. 0.1
Total 40.8
This shall be appropriated as follows.

Provision for legal reserve 0.7
Distribution on profits (12 yen per share) 7.3
Bonus to directors, etc. 0.2
Unappropriated retained earnings for the next | 32,5

fiscal year

Note:
1. Net income per share: this fiscal year: ¥84.72
previous fiscal year: ¥68.02

2. Return on equity: this fiscal year: 11.1%
previous fiscal year: 9.4%
3. Starting this fiscal year, new accounting standards for employees’ retirement benefits,

new accounting standards for financial instruments, as well as revised accounting
standards for foreign currency transactions are being applied.

e Compared to the previous fiscal year, net sales decreased 1.0% due to decreased sale prices
for the consumer products business. However, operating income increased 1.4% as cost
reduction activities and decreased depreciation more than offset the effect of lower sale
prices and higher pension expenses. In addition, despite an extraordinary loss related to
retirement benefits in Japan, due to such factors as a significant improvement in foreign
currency translation adjustments, and the absence of the valuation losses recorded last fiscal
year in connection with the reorganization of chemical products business in Europe and
North America, ordinary profits increased by 7.2%, and net income increased 22.9%.
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Non-consolidated Balance Sheet

(unit: billions of yen)

Assets As of March 31, As of March 31,
12001 2000

Current assets - 278.7 270.1
Cash and time deposits 4.5 13.6
Notes and accounts receivable 57.5 57.1
Marketable securities 144 .4 130.0
Inventory 45.0 45.4
Other 27.1 23.7

Fixed assets 428.5 406.0
Property, plant and equipment 212.8 224.8
Buildings and structures 76.5 82.1
Machinery and equipment 65.7 71.5
Land 54.5 57.2
Other 15.9 13.9
Intangible assets 28.5 17.5
Investments and other assets 187.2 163.6
Shares and investments in affiliates 136.6 134.4
Other 50.5 29.1

Total assets 707.3 676.1
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Non-consolidated Balance Sheet (cont’d)

(unit: billions of yen)

Liabilities and Shareholders’ Equity As of March 31, As of March 31,
2001 2000
Current liabilities o 174.5 160.2
Accounts payable 58.3 62.3
Other payable 24.2 15.3
Accrued expenses 46.6 40.4
Other 45.3 42.1
Long-term liabilities 51.9 514
Bonds and long-term debt 39.8 50.4
Other 12.1 1.0
Total liabilities 226.5 211.7
Common stock 85.4 85.1
Additional paid-in capital 108.8 108.6
Legal reserve 13.3 11.9
Other earnings 267.2 258.7
Unrealized gain on available-for-sale securities 5.9 —
Total shareholders’ equity 480.7 464.4
Total liabilities and shareholders’ equity
707.3 676.1
Note:
1. Accumulated depreciation and amortization of property, plant and equipment:

As of March 31, 2001: ¥617.3 billion
As of March 31, 2000: ¥599.3 billion
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Special Focus: Attack, a No. 1 Brand That Continues to Evolve

Attack became a leading brand very quickly after it was first marketed in 1987. Since then, Kao
has continued to improve product quality, and thereby has maintained Astack’s position as a top
brand. This spring, Kao introduced Attack — micro particles.

New Products:

e Family Power Gel
e Healthy Econa Cooking Qil — For Lower Cholesterol

Kao News:

e Novartis Kao Co., Ltd. formed as a joint venture between Kao and Novartis Consumer
Health SA

¢ Kao conducts the “Campaign for Forest Building”, donating a portion of sales to protect and
develop nature

Other:
o List of top ten shareholders

Homepage: http://www.kao.co.jp

For Questions Regarding Stock (Transfer Agent):
The Chuo Mitsui Trust and Banking Company, Limited
8-4, Izumi 2-chome

Suginami-ku, Tokyo 168-0063

Japan

Tel: 03-3323-7111 (main)

In addition to the above, the English-language Annual Report for the fiscal year ended March 31,

2001 found at Exhibit A-3 contains other detailed information included in the Annual Business
Report.
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IS

English Summary of the
Notice of the 97" Annual General Meeting of Shareholders dated May 30, 2003
Kao Corporation

Share information:

Number of authorized shares 1,000,000,000 shares
Number of issued shares 599,443,701 shares
Number of shareholders 39,473

Note: The number of issued shares referenced above includes 39,090,648 shares held by Kao.
Purchase, disposition and ownership of treasury stock

1) Purchases
o Purchases based on resolutions of the Board of Directors pursuant to Article 3,
Paragraph 4 of the additional rules to “Law for Partial Amendment etc. to the
Commercial Code etc.” (Law No. 79 of 2001)
Number of purchased shares 5,130,000 shares of common stock
Total cost of purchases ¥14,160,450,000

e Purchases based on the resolution made at the 96th Annual General Meeting of
Shareholders pursuant to Article 210 of the Commercial Code

Number of purchased shares 23,999,000 shares of common stock
Total cost of purchases ¥63,004,040,000
e Purchases of shares of less than one unit
Number of purchased shares 1,207,277 shares of common stock
Total cost of purchases ¥3,156,041,210
2) Dispositions
Number of shares which were disposed of 3,000 shares of common stock
Total price of dispositions ¥3,999,000

Note: Kao disposed of these shares by transferring them to holders of convertible
bonds upon conversion thereof.

(3)  Shares held by Kao at the end of the fiscal year
Number of treasury shares 39,090,648 shares of common stock

In addition, between April 1, 2003 and May 13, 2003, Kao purchased 4,521,000 shares of
common stock for ¥10,675,460,000 in accordance with the resolution made at the 96th Annual
General Meeting of Shareholders, which resolution was made pursuant to Article 210 of the
Commercial Code. Kao has held these shares since the purchases.
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Proposed appropriation of retained earnings

(Unit: yen)
Item Amount

Unappropriated retained earnings 59,684,587,927
Reversal of special redemption reserve 14,923,349
Reversal of reserve for deferred income 154,199,755
Total ‘ 59,853,711,031

It 1s proposed that this amount be appropriated as follows:
Dividends (¥15 per share) 8,405,295,795
Bonus for directors 132,180,000
Provision for special redemption reserve 88,036,733
Provision for reserve for deferred income 303,953,966
Provision for other reserves 32,000,000,000
Retained earnings carried forward to the following term 18,924,244,537

Note: Interim dividends in an aggregate amount of ¥8,668,729,365 (¥15 per share) were paid on
December 2, 2002.

Other matters:

¢ non-consolidated financial statements and other historical non-consolidated financial
information of Kao
a discussion of Kao’s non-consolidated results of operations by business segment
a statement that Kao’s parent-only capital expenditures for the fiscal year ended March 31,
2003 was ¥28.2 billion, which was spent to respond to new consumer goods such as laundry
detergent and sanitary napkins, to increase production capability, to realign distribution bases,
and to install new information systems

e astatement that, in connection with its acquisition of John Frieda Professional Hair Care, Inc.,
Kao acquired trademarks for ¥40.8 billion

In addition to the above, the Notice of the 97" Annual General Meeting of Shareholders dated
May 30, 2003 sent to overseas shareholders found at Exhibit A-4 (the “Overseas Notice”)
contains other detailed information included in the original Notice of the 97" Annual General
Meeting of Shareholders dated May 30, 2003 (the “Notice”).
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Exhibit B-7
(English translation) S,

June 27, 2003

Notice of the Resolutions at the 97th Annual General Meeting of Shareholders
To our shareholders:

We are pleased to hereby make the following notice: at the 97th Annual General Meeting of
Shareholders (the "97th AGM") of Kao Corporation (the "Company") held on the date hereof,
the Company reported to shareholders and obtained the approvals of shareholders as follows.

REPORT: The balance sheet as of March 31, 2003, the business report and the statement of
income for the 97th fiscal year (from April 1, 2002 to March 31, 2003) were reported.

PROPOSAL 1: Proposal for Appropriation of Retained Eamings was approved in the same
form as the form of the proposal presented to the shareholders. It was resolved that 15
Japanese Yen per share be paid to the shareholders as the year-end dividend for the 97th fiscal
year. Consequently, the total annual dividend for the 97th fiscal year was 30 Japanese Yen per
share, which is a 4 Japanese Yen increase per share from the previous fiscal year's annual
dividend.

PROPOSAL 2: The Proposal to Purchase the Company's Shares was approved in the same
form as the form of the proposal presented to the shareholders. It was resolved that the .
Company may purchase up to 20,000,000 common shares at a total purchase price of no more
than 50,000,000,000 Japanese Yen during the period from the conclusion of the 97th Annual
General Meeting of Shareholders to the conclusion of the 98th Annual General Meeting of
Shareholders next year. ‘

PROPOSAL 3: The Proposal to Partially Amend the Articles of Incorporation was approved
in the same form as the form of the proposal presented to the shareholders. Article 7, 8,
Article 9, Paragraph 3, Article 10, Paragraph 1, Article 12, Article 13, Paragraph 2, Article
18, Article 19, Paragraph 3, and the supplementary provision of the Articles of Incorporation,
as amended, are as set forth later herein.

PROPOSAL 4: The Proposal to Elect Two (2) Corporate Auditors was approved in the same
form as the form of the proposal presented to the shareholders. Tsuneo Ejiri and Kohei Nasu

were newly elected as corporate auditors and took office.



Kohei Nasu is an Outside Corporate Auditor as stipulated in Article 18, Paragraph 1 of the
Law Regarding Special Rules for the Commercial Code with Respect to Audits etc. of
Kabushiki-Kaisha.

PROPOSAL 5: The Proposal to Issue Stock Acquisition Rights as Stock Options was
approved in the same form as the form of the proposal presented to the shareholders. It was
resolved that the Company may issue up to 1,200 stock acquisition rights (the total number of
shares under the stock acquisition rights is 1,200,000 shares) as stock options to the directors
and employees of the Company and its affiliates, pursuant to Articles 280-20 and 280-21 of
the Commercial Code.

PROPOSAL 6: The Proposal to Pay Retirement Allowances to Retiring Corporate Auditors
was approved in the same form as the form of the proposal presented to the shareholders. It
was resolved that retirement allowances within the scope provided for in the Company's
internal regulations be paid to the two (2) retiring corporate auditors, Katsuhiko Hiraoka and
Takashi Tajima. The specific amount, timing, and method of payment of the retirement
allowances will be determined by the corporate auditors based on mutual consultation.
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The Articles of Incorporations after the amendments by the approval of PROPOSAL 3
(Extracts).

Article 7. (Increasing Shares of Less than One Unit Share through Purchase)

Shareholders (including beneficial shareholders - the same will apply hereinafter) holding
shares of less than one Unit Share may request that the company sell them the number of
shares that will constitute one Unit Share when added to their original shares of less than one
Unit Share.

Article 8. (Rules for Handling Shares)

The type of the company's share certificates, the registration of transfer of share ownership,
purchases and sales of shares of less than one Unit Share and the registration of lost share
certificates, other handling of the shares and fees thereof shall be in accordance with the Rules
for Handling of Shares established by the Board of Directors.

Article 9. (Transfer Agent)
1. (Unchanged)
2. (Unchanged)



3. The shareholder register of the company (including register of beneficial shareholders - the
same will apply hereinafter) and the lost share certificate register shall be kept at the business
office of the transfer agent, and the registration of transfer of share ownership, the registration
of a pledge or the indication of property in trust and the cancellation thereof, the application
for non-issuance of share certificates, the delivery of share certificates, the acceptance of
notifications, purchases and sales of shares of less than one Unit Share and other business
connected with the shares shall be handled by the transfer agent and not by the company.

Article 10. (Record Date)

1. The company deems those shareholders who are listed or recorded in the shareholder
register as of the end of each fiscal year of the company to be the shareholders entitled to
exercise shareholder's rights at the ordinary general meeting of shareholders for the fiscal year

of the company.
2. (Unchanged)

Article 12. (Chairperson)
The Director selected in advance by the Board of Directors shall act as chairperson of a
general meeting of shareholders.

Article 13. (Resolution)

1. (Unchanged)

2. The resolutions of general meetings of shareholders set forth in Article 343 of the
Commercial Code shall be adopted by an affirmative vote of two-thirds (2/3) or more of the
shareholders present, who hold one-third (1/3) or more of the total number of voting rights of
all the shareholders.

Article 18. (Notice of Convening)

Except as otherwise provided for by laws or ordinances, a meeting of the Board of Directors
shall be called by the Director selected in advance by the Board of Directors, and notice of the
meeting shall be given to each of the Directors and Corporate Auditors not less than three (3)
days prior to the date of the meeting; provided, however, that in the event of emergency such
period may be shortened if it is notified in a proper way.

Article 19. (Representative Directors and Chairperson of the Board of Directors)

1. (Unchanged)

2. (Unchanged)

3. The Board of Directors may appoint by its resolution one (1) Chairperson of the Board of



Directors.

Supplementary Provision

Notwithstanding Article 21, Paragraph 2, Corporate Auditors who are in office prior to the
conclusion of the ordinary general meeting of shareholders for the fiscal year ending on
March 31, 2003 will remain in office until the completion of their respective thre